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ABSTBACT 

Part of the Master curriculua Guide Project, the 
docnaent presents strategies for teaching econoaic concepts as 
related to basic business and consuaer education in secondary 
schools* The objective is to provide detailed classroca lessens 
illustrating ways econoaic ideas can be taught at differing levels of 
difficulty. The 18 lessons are concept-based and can be aodified for 
use in existisg curriculua. They seek to develog* econoaic literacy 
froa the standpoint of the ways econoaic concepts are used in the 
decifiios-aaking processes of consuaers aad business aanagers, and how 
these decisions affect individuals as wago earners and citizens. 
Procedures such as grou^ discussion, case study, coaparison, 
a&alfsiSt siaulation, systeaatic decision taking, and evaluation are 
suggested. Saaple lessons are entitled: **ConsuBer Marketplace 
Decisions*" **Coapeting for the Ccnsuaer's Dollar,** "Mass Markets, 
Advertising, and the Product Cycle," "Market Siaulation-The Big 
Apple." "An Evaluation of Incoae Tax Provisions," and "Shaping the 
Budget of a Local Governaent." Title, tiae reguired, recoaaended 
grade level, aajor and related concepts, instructional objectives, 
rationale, aaterials needed, teaching procedures, evaluation, and 
studaat handout sheets are listed for each lesson. A glossary of 
concepts is appended, covering basic econoaic concepts, econcaic 
Sfsteas* probleas, aicroeconoaics, aacroeconoaics, the world econoay, 
econoaic institutions, and aeasureaent concepts. A bibliography 
suggesting suppleaentary aaterials and sources of inforaation 
includes tfee docuaent. (CK) 
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Foreword 



The Master Curriculum Guide was published to be used as a tool for curriculum 
development— it is not a curriculum per se. It is designed as a resource document 
for school systems engaged in K-12 economic education curriculum development. 
Pan I provides a framework for teaching economic ideas and Part II provides 
detailed classroom lessons illustrating useful ways in which these ideas can be 
taught at different levels of difficulty. Thus, the Master Curriculum Guide indicates 
what economic ideas can be taught, where they can be taught, and how they can 
be taught. 

It was decided to slice the school years into three segments: primary, 
intermediate, and secondary— with the secondary packets oriented toward subject 
fields. Curriculum committees were established for these segments. Teachers 
must decide the appropriate grade for each lesson based upon the capacity of their 
students. Those teaching in "middle schools" will want to examine both the 
intermediate-level package and the various secondary packages. 

By judiciously selecting lessons from the volumes of teaching strategies, 
teachers can systematically upgrade the quantity and quality of economics 
instruction in their existing courses. Each lesson is self-contained and ready for 
teaching, but good teachers who have had economic education training can readily 
modify the activity to fit their special c'assroom needs. The lessons are concept- 
based rather than unit or theme-oriented. Once teachers have mastered the 
instructional activity, placement within existing courses or inclusion as supple- 
ments to text units will rapidly follow. Sample materials for classroom use (e.g., 
pictures, cards, games, etc.) may be reproduced at the teacher's discretion. 

The curriculum strategies published in this volume have not been classroom- 
tested. For this reason, we see the present edition as a working document that will 
be improved on the basis of responses from users throughout the country. The 
Instructional Activity Evaluation Form (shown on pages 9-10) or modified 
versionr, of it, may be used by supervisors to obtain feedback from teachers. We 
urge teachers to send copies of such evaluations to the Joint Council. This will 
enable us to obtain insights for future revisions. Furthermore, since we view these 
collections of concept-oriented curriculum activities as starting points, teachers 
are urged to submit their own activities dealing with concepts selected from Part I, 
the Framework. Those teachers wishing to submit activities should use a format 
that includes the essential elements of the format outlined on p^e II. This guide 
was developed to encourage writers to provide immediately teachable lessons. If 
the Joint Council recei^ a sufficient number of activities that have been 
classroom-tested, it wUl bt ^cll on its way toward supplying multiple volumes of 
conceptually oriented lessons at various grade levels. In fact, it would have a 
growing "curriculum activities bank" which, when published, would provide 
teachers with a rich source of classroom-tested lessons designed to teach various 
components of the economics framework. , ■ 

The Master Curriculum Guide Project, like all complex undertakings, is the 
product of many people whose contributions must remain unacknowledged, 
because it is nearly impossible to assign authorship to ideas that have been shaped 
and rcshai»d as they were molded into a published document. Perhaps by briefly 
tracing the evolutionary character of the product, we can not only clarify its 
purpose but also give credit to some of the principals involved. 

The Master Curriculum Guide Project is an outgrowth of the Developns^ntal 
Economic Education Project (DEEP). Working documents produced for the 
DEEP experiment in curriculum change conducted between 1964 and 1969 
included the "two little red books." as they were called in the field: one a 
statement of economic concepts to be taught as ouUined in the Task Force Report 
on Economic Education in the Schools, and the second, some suggesUons for 
grade placement. These materials were later fashioned into a single volume 
entitied Economics in the Curriculum. During the 1960s and the early 1970s, these 
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publications were extensively used, especially by those schools associated with 
the DEEP Cooperating Schools Program. Literally hundreds of curriculum guides 
and lesson plans were generated from these documents and through them 
thousands of teachers and students were introduced to economic education. 

I^ng the 1973 meetings of the National Association of Affiliated Economic 
Education Directors « many Council and Center directors, led by the California 
and Oklahoma contingents, urged the Joint Council to undertake what hae become 
known as the Master Curriculum Guide Project. It took three years for W. Lee 
Hansen's committee to develop A Framework for Teaching Economics. At the 
same time that the Framework was being prepared, curriculum task force groups 
were established, chaired by the individuals whose names appear on these 
published volumes. Behind the scenes, the project relied heavily on a steering 
committee of professional economic educators: Peter V. Harrington, director, 
Indiana Council for Economic Education* Purdue University; Hugh G, Lovell, 
professor of economics, Portland State University; Clayton MilHngton, executive 
vice president, Oklahoma CouncU on Economic Education, Oklahoma State 
University; Leon M* Schur, director. Center for Economic Education, University 
(tf Wisconsin-Milwaukee; Roman ¥. Warmke, chairman. Department of Eco- 
nomic Education, Ohio University. 

These individuals served in an advisory capacity for various project commit- 
tees and significantly helped to ^lape the product. June V. Gilliard, director of 
curriculum for the Joint Ccmncil, contributed importantly to the design of the 
teaching strategies and prepared the Instructional Activity Evaluation Form. Each 
committee was given the responsibility to make a first selection of those economic 
concepts that could be most useftilly taught within the grade level and subject area 
established. We know that more id^ than are included in these volumes can be 
taught. Our objective for these first editions was to produce a few quality activities 
that could be immediately used by teachers. 

We are indebted to all individuals who have participated in the preparation of 
Strategies for Teaching Economics: Basic Business and Consumer Education, but 
special tfmnks are due to James Niss, Judith Brenneke and John Clow. Through 
their leadership, we have good teaching models that will serve to accelerate 
concept learning in economics. 

S. Stowell Symmes 
Director of School Services 
Coordinator, Master Curriculum Project 
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Strategies for Teaching Economics is one component of a two-part publication 
entitled Master Curriculum Guide in Economics for the Nation s Schools. Part I 
of the guide, A Framework for Teaching Economics: Basic Concepts, presents a 
conceptual structure of economics and shows how that structure can be used to 
assist in more effective personal economic d^ision-making. Part U, Strategies for 
Teaching Economics, demonstrates to educators how the conceptual Framework 
can be taught at various grade levels: primary, intermediate, and secondary, h is 
published as several volumes to allow more flexible use by classriK)m teachers and 
curriculum development specialists. 

The Joint Council greatly appreciates the flne cooperation given to us by the 
many universities and school systems associated with the development of these 
curriculum strategies. We are especially indebted to the individuals who drafted 
the materials. While no claim is made that these lessons have been evaluated 
under all classroom conditions, it is expected that the lessons will work with the 
pupil populations designated. We consider the present volume as a working 
document and expect that revised editions will be forthcoming in the years ahead. 

The entire Master Curriculum Project was made possible by generous 
contributions from all our many dedicated sponsors. In addition, supplementary 
^nts were received from General Motors, Ford Motor Car Fund, and American 
Telephone and Telegraph. We appreciate the confidence these sponsors have 
expressed in the economic education movement. Special commendation should be 
given to S. Stowell Symmes, director of sch(K>l services, who has coordinated the 
project for the Joint Council from its inception. 

We are confident that Strategies for Teaching Ecommics will serve teachers 
well as practical guidelines for building economics lessons into existing curricula. 
Properly used, the Master Curriculum Guide can become a powerful device for 
accelerating economics instruction at ail grade levels. . 

M. L. Frankel 
Farmer President 

Michael A. MacDowell 
President 
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Overview and Rationale 



The need for a much better understanding of eco- 
nomics by the American people is widely acknowl- 
edged. Many Americans including educators, labor 
leaders, business leaders, government ofHcials, and 
consumer advocates have voiced agreement on the 
matter, and those voices have t^en increasing in 
number and grown louder in volume. 

It is true that in the past a very productive economy 
was built in the United States by a people with little 
systematic knowledge of how that economy worked* 
But the example of the past may no longer be appli* 
cable. Thn U.S. economy has become progressively 
more complex, and as this is written, faces stubborn 
problems of inflation, unemployment, and a decline in 
the value of the dollar, as well as thorny questions 
about the proper limits of the role of government. Solu- 
tions to such matters require intelligent decisions and 
actions by individuals in their roles as voters, em- 
ployers, employees, and consumers. The extent to 
which (he economic understanding of individuals is 
improved may be an important determinant of how welt 
the present difficulties of the American economy can 
be overcome. 

Education that helps develop competence in eco- 
nomic decision making is desirable for young people 
not only in preparation for their future broad respon- 
sibilities but also for their present economic behavior. 
Whether the young earn income throu^ part-timr; 
work or receive allowances from their parents, while 
still in secondary school they make relatively 
important buying decisions about clothing, entertain- 
ment, and means of transportation--cars, motorcy- 
cles, bicycles. They also begin to make decisions 
about how much to spend and how much to save. In 
spending, they need to know how to buy well and to 
apportion expenditures wisely; in saving, they need to 
know about the various forms of savings institutions 
and savings instruments available to them. 

Many young people require other economic knowl- 
edge as well. Owners oi cars or motorcycles should 
understand the principles of insurance. Those who 
woii^ shiHild understand how business firms operate. 
Those who earn enough to be liable for income taxes 
should understand how to file for taxes, why taxes 
exist, and how their tax payments relate to any bene- 
fits th^y receive. Hiey should also understand the 
function of the Social Security taxes they pay. The 
tc^ics we suggest for t^sic business and consumer 
courses — see Table I--are largely dictated by the 
foregoing types of economic understanding that young 
people need. 

An increase in economic literacy can be achieved 
without requiring every student to take a formal course 
in economics. Many teachers of courses in consumer 
economics or b^sic business are already explicitly or 



implicitly conveying some economic concepts. This 
volume of the Master Curriculum GuiJe is devoted to 
helping teachers of such courses in secondary 
schools — whatever the economic content of their pres- 
ent offerings — to bring key economic concepts to 
their students as effectively as possible. The basic 
business and consumer classrooms are ideal places to 
dispel economic illiteracy. 



The Role of Basic Business Education 

Business educators h avc for decades offered courses 
designed to promote t.*roiomic competence. General 
business, introduction to business, business law, busi- 
ness organization and management, basic business, 
and even consumer economics and consumer educa* 
tion are course titles commonly found under the head- 
ing of business education.^ Courses in consumer eco- 
nomics or consumer education may t>e offered by 
departments other than the business department. We 
assume that the basic objectives of the consumer 
course are the same regardless of the department that 
offers the course. 

The primary objectives of basic business courses 
have been well stated by a group of leading business 
educators. The basic business courses should aid 
students 

1 . to learn about career opportunities and the world of 
work; 

2. to become competent in analyzing and evaluating 
the economic policies and activities of goveniment 
^cncies, business, industry, labor, and individuals; 

3. to learn how to t^come intelligent consumers of 
goods and services; 

4. to further refine communication, problem-soh'ing, 
and decision-making skills; 

5. to understand the importance of laws relating to the 
individual, to business, and to society; and 

6. to refine personal traits necessary for success in 
occupational and community life*^ 

Achieving these objectives in the classroom requires 
learning activities that focus on basic economic princi- 



t. These cour^ primarily «>erve the curriculum in general educa- 
titm. The business education ccHirses in the vocational cur- 
riculum primarily provide siudents with job skills with which to 
enter the woHcing world. 

2. **This We Believe About the Expaiuling Lcader§hipand Planning 
Role of the Business Educator in Genera) Educati<«t/' A 
Stafemeni by the Policies Commission for Busifiess and Ec<>* 
nomic Education. National Business Education Association and 
Delta Pi Epsilon. 1970. 
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pies as well us^ on the rationale for markets and how the 
U.S. economy, in particular, works. 

The objectives in the foregoing tist are consistent 
with a similar statement that was developed by Anne 
Daughtrey a few years later.' A comparison of those 
two sets of objectives for the basic business courses 
with the objectives of the JCEE's Master CurrU ulum 
Guide^ shows that the three have a great deal in 
common. All are concerned with imparting a knowl- 
edge of economic concepts and economic institutions 
as well as an understanding of the use of systematic 
economic reasoning. The JCEE fHJblication* however, 
seeks to develop general literacy in economics from 
the standpoint of the economic decisions that society 
faces, whereas the basic business courses tend to place 
more emphasis on the sorts of economic decisions 
faced by individuals or by a particular business firm. 

Basic business courses have played an integral role 
in the infusion of economic education into the cur- 
riculum, and they ought to continue to do so*^ But 
economic education is not solely the responsibility of 
basic business education* The elementary school cur- 
riculum and subjects in the secondary curriculum such 
as home economics and scKial studies provide many 
opportunities for developing economic understanding. 



Consumer Education 

The desire to provide American consumers with basic 
economic competence is demonstrated by the fact that 
over thirty states require the teaching of consumer con- 
cepts, and that in another six states the legislature or 
state educational authorities have made statements 
ui^ging the teaching of consumer education.* 

There seems to be no clear defmition of the topics to 
be covered or the skills to be developed in courses on 
consumer education. In Illinois, consumer education is 
asked to make students understand fully that the 
basic ingredient of economic competence is the wise 
use of resources (natural and human) as one chooses a 
job, earns, spends, saves, borrows, invests, and plans 
for the future.'*^ Such instruction should foster indi- 
vidual development of **skii!s (and) concepts required 
for everyday living to achieve, within the framework 
of [the student^s] values, maximum utilization of . . . 



3. Anne Scot! Daughlrcy. Mtifunis of Bum BasineAs and knh 
nomic EducaUim , 2nd cd. ^Cincinnati: Soulh-Wcsicm Publishing 
Comisany. J974). 

4. Sec Master Currivulum Guide for the Nation's Si h(U>i\. Pari I. 
A Framework for Teat hi nf^ Economics: Basic C oncepts nVTJh 
pp. 5. 8. 

5. GMyn Bahr. '*Two Decades of Partncr>ihip in Economic 
Education'* (National Busine«$ Education Association. 1969). 
p. 3. 

6. Omsumer Education Project: Final Report (EVnvcr. Colo.: 
Education Commission of the States. 1979). 

7. Guidelines for C msumer Education, Office erf the Superinten- 
dent of Public !n«truction, State of Illinois (Spnngfieid. iii,. 
1972). p. I. 



Itheirl resources.*'** The Illinois program seeks tu 
have a student:^ 



1. Become a better-informed contiumer; 

2. Understand the role of the consumer in our society; 

3. Develop a sound decision-making process based on 
individual goals and values; 

4. Utilize resources to facilitate greater satisfaction in 
making consumer decisions; 

5. Understand the rights and responsibilities of the 
consumer in society. 

A more elaborate attempt to define cr isumer educa- 
tion would lead us beyond the purpose of their guide. 
What the teacher should recognize is that the Illinois 
statements again emphasize that consumer economics, 
whether it is part of a basic business « social studies, or 
home economics curriculum, should enable students 
to use sound economic analysis in making decisions as 
consumers, producers, and citizens. 



Thrust of the Teaching and Learning Activities 

The Joint Council on Economic Education's master 
curriculum project for economic education provides 
for a coordinated approach to economic education. 
The instructional activities we present in later pages 
exemplify ways in which the concepts highlighted by 
the Joint Council can be integrated into various units 
already included in many business and consumer 
courses. They are not meant to constitute a separate 
course; rather, they are designed to spark ideas for 
teachers or to be directly used as supplemental ac- 
tivities. We also suggest topics in basic business and 
consumer courses into which these activities could fit. 

The activities are primarily geared to show students 
how economic concepts can be used in the decision- 
making processes of consumers and business man- 
agers, and how these decisions may in turn affect 
individuals as wage earners and citizens. It is also 
important for students to understand how economic 
decisions are interrelated. For example, an industry's 
decisions about what to produce may affect individuals 
differently in their roles as consumers than in their 
roles as wage earners or business managers. 

The teacher should also demonstrate that the 
decision-making process for all parties involved in the 
economic system is similar. Business managers* gov- 
ernment officials, and consumers use the same general 
systematic economic reasoning and confront the same 
economic concepts (e.g., scarcity, opfKjrtunity costs, 
supply and demand) when making economic decisions. 
The student should come away with a feeling that 
economic concepts are relevant to everyday life, 



8. Ibid., p. 2. 

9. Ibid., p. }. 



ERLC 



10 



Some Additionaf Suggestions 

Many icachcrs will find that they are already covering 
some of the subject matter of our instructional ac- 
tivities but that they do not use the same economic 
terms we do. There is an advantage to using the terms 
we employ, since many educators have found that 
using and understanding the language in which general 
economic principles and reasoning are commonly 
stated helps students to apply an economic approach 
to a wide range of problems or situations. One example 
is the use of the principle of opportunity cost. This 
principle can be easily and explicitly used in instiuc- 
tional units on money management* Weighing the 
benefits of using money for one thing rather than 
another has traditionally been covered in business and 
consumer courses without mention of the term **op- 
portunity cost.** If students thoroughly understand 
opportunity cost and are able to employ the principle 
correctly, they will come to see its wide-ranging 
applicability to matters so disparate as planning leisure 
time, evaluating legislation on an economic issue, or 
choosing a career. 

Some teachers may find that a suggested activity 



emphasizes a line of thinking that is new to the courses 
they give. Such an activity. however«fl||^introduce 
an analysis that can be built upon nnaT&rial that the 
teacher has already been presenting. For example, 
units on consumer protection usually do not stress 
factors * 'external** to the marketplace* such as uncon- 
trolled air (K)]lution from factories. After considering 
whether a market^-related solution— e.g., taxing fac- 
tories according to the amount of air pollution they 
cause — cmild deal with such an "externality/* stu- 
dents should attempt to gauge whether protection of 
the environment is worth the additional or marginal 
cost in the price of those factories* products. If they 
think the market is unable to deal with the problem, 
the students ought to consider the merits compared to 
the demerits of using direct government regulation. In 
sum. the activities are designed to help students de- 
velop an increased awareness of the economics in- 
volved in the personal and scnrial issues they are likely 
to confronting, and an increased ability to deal with 
them. The activities not only provide the tools for 
decision-making, but also promote economic literacy, 
one of the fundamental goals of basic business and 
consumer education courses. 



A Note on the Selection of 
Basic Business and Consumer Education 
Topics and Economic Concepts 



Knowing that basic business and consumer courses 
cover a wide range of subjects and offer many oppor- 
tunities for developing economic understanding, we 
had to find a way to link the economic concepts of the 
Master Curriculum Guide Framework with topics 
found in consumer and basic business courses* The 
first step was to identify a set of topics that have a high 
probability of being included in these courses (see 
Tabic 1). These topics reflect the similarity of con- 
sumer and business decisions. Both sectors of the 
economy earn income « budget income, buy goods and 
services, use credit* decide between saving and in- 
vestment, insure against risk, respond to government 
regulation* and pay taxes. The economic choices of 
consumers and of business managers are similar, al- 
thcHigh the perspective may be different* 

Our next task was to select a few economic concepts 
from among those outlined in the Framework. Table 2 



TABLE 1 
Common or Related Topics 
in Consumer and Basic Business Courses 



Contumer Edueatioft Batic Buiinau 





Topies 




Topics 


1. 


Budgeting 


1. 


Budgeting 


2. 


Credit 


2, 


Credit 


3. 


Buying 


3. 


Buying 




Consumer goods 




Means and 




and services 




materials for 




Advertising 




production 








Advertising 


4. 


Household income 


4. 


Sales revenue 




Demand for labor 




Demand for goods 


5. 


Saving/investment 


5 


Investment 


6. 


Insurance 


6. 


Insurance 




Risk spreading 




Risk spreading 


7. 


Consumer protection 


7 


Government 




Truth in Sending 




regulation 




Pure food and 




Environmental 




drug laws 




Working conditions 






(OSHA) 


8. 


Taxes 


8. 


Taxes 
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lists five clusters of econoinic ideas that we think t^st 
fit the consumer and basic business topics presented in 
Table 1 .The following analysis demonstrates how each 
cluster can be linked to one or more of the topics. 
Cluster 1, The Basic Economic Problem, introduces 
the universal fact of economic life — that resources are 
scarce relative to the uses people have for them. 
Because of scarcity we are forced to make consumer 
and business choices. With unlimited abund^ii :e we 
would not have to make economic choices; without 
scarcity there would be no need to budget either time 



TABLE 2 

Key Economic Education Concepts 
Selected from Master Curriculum Guide 



Conc«pt Clutter. T 



1 . The Basic Economic Problem 
Wants 

Productive fesources/income/sales revenue 
Scarcity and choice 
Opportunity cost and trade-ofts 

2. The Market System 

Supply and demand; markets 
Price mechanism; equilibrium 
Competition and market structure 
Price level changes/inflation 
Saving/investment 
Self-interestyprofit motive 

3. Household and Business Income 
Economic incentives (wages) (profits) 
Markets, supply, and demand: equilibrium 
Division of labor/interdependence/specializaticn 
Transfer payments 

4. Government Intervention 
Regulation 

Taxation 

5 Measurement Concepts 
Average 

Rates vs amounts 
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or money and no need for credit. All goods and 
services would be free in unlimited amounts. Because 
economic scarcity is inescapable « goods and services 
are not free and they therefore bear a market price. 
Once individuals are forced to pay for things, they are 
also forced to choose among alternatives. At that point 
the principle of opportunity cost — what must be for- 
gone in order to obtain something else — comes into 
play. In order to buy intelligently as well as to budget 
their limited income intelligently, consumers spending 
their wages and salaries, businesses allocati:ig their 
sales revenues, and governments disbursing their 
taxes ne^d to be aware of the things they must do 
without in order to obtain the things they decide to 
acquire. 

Both producer and consumer choice-making are 
fundamental to tiie operation of The Market System , 
which we selected as Cluster 2. Individuals confront 
the economic concepts in this cluster daily when they 
earn, budget, buy, hire, save, and even when they 
scan advertisements or get other consumer information 
almost inadvertently while they relax with television, 
newspapers, or magazines. 

We selected Cluster 3, Household and Business 
Income, b-cause it links the wages and salaries earned 
by consumers ^o the costs of doing business. Similarly 
expenditures by consumers are linked to the sales 
revenue of business. Cluster 4, Government Interven- 
tion, places government regulations and taxes in per- 
spective. Consumer educators and basic business edu- 
cators cover many topics that can link the benefits of 
consumer protection legislation to the costs of of^rat- 
ing a business enterprise. Not only can taxes be linked 
to the costs of consumer protection and government 
services, but they are directly related to the level of 



disposable consumer income and have an impact on 
the pnces businesses charge for consumer goods and 
services. 

Cluster 5, Measurement Concepts, was selected 
because statistical tools are crucial for explaining 
economic events and assessing economic perfor- 
mance. Profit f^tes are quite distinct from amounts of 
profit just as amounts of interest charged on a con- 
sumer loan must be distinguished from rates of inter- 
est. Failure to use measurement concepts properly can 
lead to fauhy analysis and poor consumer and business 
decisions. For ready reference, a glossary of the MCG 
concepts detailed in Table 2 can be found near the end 
of this strategies volume. 

The common topics and concepts of consumer and 
business decision-making in tables I and 2 have been 
converted into the classification scheme used in tables 
3 and 4. Once teachers determine the topic to be 
studied, they can select lessons that emphasize appro- 
priate concepts. Consider, for example, the topic of 
budgeting. An inspection of tables 3 and 4 indicates 
that lessons 1 and 16 relate to budgeting from the 
consumer's perspective, and since budgeting from the 
business perspective is related to inventory control. 
Lesson 6 would also be appropriate. 

Some of the cells are empty. An empty cell indicates 
that this volume of strategies docs not have lessons 
dealing with the concepts and topics cited. We hope 
that as teachers adapt these lessons to their classroom 
needs or develop new ones, they can begin to fill the 
empty cells. Should most of the cells become filled, 
teachers will have a sufficient variety of activities to 
reinforce the concepts students are expected to learn. 
Subsequent editions of this volume will include such 
strategies sent to us from the field. 
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Matrix of Butte Butlnau Topic* and Kay Economic Concapts 

(numbers in boxes refer to lessons) 
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The Basic Economic Protfem 
Wants 

Producttve resources/tncon^sales revenue 
Scarcity and choice 
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Housdhold and Business Income 
Economic incentives (wages) (profits) 

Markets, supply, and demand, equilibrium 

Division of labor/interdependence/ 
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Transfer payments 
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Rates vs amounts 
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TABLE 4 

Matrix of Contum«f Education Topica and Kty Economic Concapta 

(numlaers in boxes refer to lessons) 

Consumar Educatton Topici 
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The BasiC Economtc Problem 
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Evaluation of Learning Activities 



Education is a continuous incremental process of 
refining one*s knowledge, uTuia*standing, attitudes* 
and skills. Testing can play an important role in 
furthering the learning process itself. It is also a way to 
measure growth or change in student performance and 
thereby evaluate the efficiency of the teaching-teaming 
procedure. Each lesson tries to meet these dual objec- 
tives by posing questions designed to guioe and stimu- 
late class discussion as well as for use in testing. Since 
each lesson is conducted over a relatively short period 
of time, we did not think it ^visable to develop 
normcd tests for each activity. We therefore recom- 
mend that to evaluate student laming over the f^il 
span of a basic business or consumer education 
course, teachers use the following test instruments. 
Each them may be ordered from the Joint Council 
on Economic Education. 

Test of Understanding in Persona! Economics, An 
evaluative instrument of 50 multiple-choice ques- 
tions normed in ninth- and twelfth-grade classes of 
social studies, business, and home economics stu- 
dents. An interpretative manual and discussion 
guide explain the importance of the questions « the 



concepts on which the questions focus, and the 
rationale for correct responses. 

Junior High School Test of Economics (Grades 7^). 
An evaluative instrument of 40 questions 
classroom-tested with seventh, eighth, and ninth 
graders in twenty-two school districts. The manual 
includes a rationale for answers to each question, 
technical norming data, su^estions for use of the 
test, and an answer sheet and scoring key. 

Test of Economic Literacy. Hie test comes in two 
equivalent forms (A and B) of 46 questions each at 
the high school level. The content categories arc 
based on the Master Curriculum Guide, Part L The 
test was nationally normed at the eleventh and 
twelfth grades in high schools. The test manual 
includes a discussion guide for each question, tech- 
nical norming data, suggestions for use of the test, 
and model answer sheets and scoring keys. 

The classroom teacher should ^praise these na- 
tionally normed tests in terms of the extent to which 
they pertain to the ideas contained in the lessons the 
teacher has chosen to use. 



8 



ERIC 



MASTER CURRICULUM GUIDE 
Ifutructional Activity Evaluation Form 



Please complete an evaluation form for each activity used and return to: 

(Nam* of Suparkiaor) 



NAME: SCHOOL ADDRESS: 

(PMon CompMrvg Form) 



DATE: 



TITLE AND/OR LEVEL OF ACTIVITY PACKAGE: 
NUMBER AND/OR TITLE OF ACTIVITY: 



DESCRIPTION OF CLASS WITH WHICH ACTIVITY WAS USED: 
Course Title: 



Age Range or Gr^e Level: 

Title of Textbook (if any): 

Student Ability Level(s) — (Check one): 
Above Average 

Average 

Below Average 

Heterogeneous Group including AH the Above 



ACTIVITY EFFECTIVENESS (circle the number you think indicates the appropriate rating): 

1. Are objectives clearly stated? 

Very Clear 5 4 3 2 1 Vague 

2. Are objectives realistic in terms of student maturity at the specified age or grade 
level? 

Very 

Realistic 5 4 3 2 1 Unrealistic 

3. Are teaching procedures stated in a manner so as to be easily understood? 

Easy to Very Difficult 

Understand 5 4 3 2 1 to Understand 

4. Are teaching procedures appropriate for accomplishing objectives? 

Very Not 
Appropriate 5 4 3 2 1 Appropriate 

5. Are teaching procedures appropriate for students of this age or grade level? 

Very Not 
Appropriate 5 4 3 2 1 Appropriate 



erJc 



6. Are recommended student materials appropriate for the age or grade level 
specified? 

Very Not 

Appropriate 5 4 3 2 1 Appropriate 

7. To what extent does this activity contribute to pupils' understanding of the 
particular economic concept it is designed to teach? 

Very Not 
Much 5 4 3 2 1 At AH 

8. Did you use any of the items suggested for evaluation? 

If yes, please provide the infonnation requested below. 

Number of Evaluation Item Average Level of Class Performance (Circle one) 

Excellent Good Acceptable Poor 

Excellent Good Acceptable Poor 

Excellent Good Acceptable Poor 

Excellent Good Acceptable Poor 

, Excellent Good Acceptable Poor 

9. What would be your overall rating of evaluation techniques suggested for this 
activity? 

Excellent 5 4 3 2 1 Poor 

10. What would be your overall rating of the activity in terms of its effectiveness for 
achieving stated objectives? 

Very Not At All 

Effective 5 4 3 2 1 Effective 

COMMENTS AND RECOMMENDATIONS: What changes and/or additions would you 
recommend for making this a more effective instructional activity? Please descrlt^ or, if 
available, include some samples of any additional teacher or student materials you used 
(for example: evaluation techniques). We welcome specific elaboration concerning any of 
the above questions. 

(Attach extra sheets with comments and materials or use back of form) 



Form prepared by June V, Gilliard, 
Director of Curriculum, JCEE 
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MASTER CURRICULUM GUrDE 



Inttructionil Activity Fonn«t for Basic ButineM and Consumar Education Strataglet 



TITLE: 



Name of lesson. 



TIME REQUIRED: 



Time or number of class periods n^ded to complete 
the activity. 



RECOMMENDED GRADE LEVEL: Grade and/or ability level of students for whom the 

activity is intended. 



MAJOR CONCEPTS: 
RELATED CONCEPTS: 
INSTRUCTIONAL OBJECTIVES: 



RATIONALE: 



MATERIALS: 
PROCEDURE: 

EVALUATION: 



Concepts around which the activity is mainly organized. 

Other economic concepts dealt with in the activity. 

For each objective we specify (1 ) the particular 
knowledge, skill, or attitude the student Is expected to 
demonstrate: (2) the action the student will perform in 
demonstrating this knowledge, skill, or attitude (e.g., 
write, compare, state, list, etc.); (3) the conditions 
under which the action is to occur (e.g., given certain 
data or Information, after viewing a particular film, 
participating In a particular field trip, etc.). 

A brief statement explaining the significance of the 
activity. The statement may focus on what students 
should know, be aware of, or be able to do. Or, it may 
focus on the importance of the Instructional ap- 
proach being taken (e.g., use of gaming/simulation 
for motivationar purposes or to have students apply 
certain skills, knowledge, etc.). 

A list of all materials needed for the activity (e.g., 
books, games, films, etc.). 

A description of the teaching-learning process to be 
used for pupil attainment of objectives. Includes both 
teacher strategies and pupil activities. 

A description of strategies, testing instruments, or 
other materials to be used for assessing student 
learning. 
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Lesson 1: Consumer Marketplace Decisions 



TIME REQUIRED: 45-50 minutes 

RECOMMENDED GRADE LEVEL: 9-!2 

MAJOR CONCEPTS: Scarcity and choice 

Opportunity cost 

RELATED CONCEPTS: Economic wants 

IiistnictkiBil Objedfvcs: Students will 

• Make better individual decisions through a con- 
scious process; 

• Evaluate the costs involved when they make a 
decision; 

• Understand more fully the relationship between 
consumption ami work. 

Ratkxude for tbe Activity: Students are faced with an 
increasing number of products and services which they 
fed they need* One <^vious way to obtain the money 
to iHiy these products and services is to earn money by 
working. However, students must realize the costs of 
choosing to woric and choosing other alternatives 
before making a decision. 

Matolali: A copy of Handout M for each student 
Procedure: 

1. Introduce the lesson with a series of warm-up 
questions for the students: 

a. How many you work to earn money? 

b. What types of jobs do you have? 

c. How many hours per week do you work? 

d. Why do you woiic? 

e. Have you ever missed any school activities be- 
cause of work? 



2* Distribute the case study and have students read 
it. 

3. Conduct class discussion using as a guide the set 
of questions at the end of the case study. 
NOTE: During the discussion reinforce the fact 
that time is a scarce resource and that there is 
an opportunity cost involved in allocating time. 
When discussing question 5 try to have each stu* 
dent state the criteria used to make the necessary 
decision. 

Evaluatkm: Assess quality of student contribution to 
class discussion (use case study answer sheet as a 
guide). 

Twdi«'*s Answer Sheet for Handout 1-1 

1. John has to decide how best to use his time (a 
scare resource). He must choose to own a car and 
spend time earning money to pay for it or choose 
to have time for t^kctb^ and the student coun* 
cil. 

2. To continue as he is or to get a part-time job. 
Students may think of seven^ other options that 
include looking for a job that does not conflict with 
basketlimll practice. 

3. If he does not work, he cannot have his own car. If 
he does work he has far less free time and will 
have to cut down on his school activities. 

4. Tlie time for student activities and other spare 
time he must give up are opportunity costs. He 
may also damage his chances for a scholarship to 
junior college. 

5. The answer will vary with the individual stu* 
dent. Ask each student to identify the opportunity 
costs associated with his/her answer. 
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Handout 1 -1 



CASE STUDY; TRANSPORTATION FOR JOHN 



John is beginning his senior year of high school. He is actively involved in basketball and 
with the ^udent council. He intemis to start junior college after high school and believes 
that he will receive a scholarship because of his basketball ability and school leadership. 
Lately. John has been very unhappy t}ecause he must beg rides from his friends and must 
share the family car with his parents and older sister. What he wants is a car of his own. He 
has investigated the second-hand cars available and must decide how to pay the ^GQ for 
the car he has selected. He has been offered a job at a gas station where he could work 
weekday afternoons from 5 p.m. to 7 p.m. and four hours on Saturday. He could earn 
enough in three months to pt^y off a loan his dad is willing to give him. 

Should John take the part-time job at the gas station in order to purchase a car? 



Questions: 

1. What is the dilemma encountered by John? 



2. What options or alternatives does he have? 



3. What are the costs associated with each alternative? 



4. If he chooses to start working right away, what are his opportunity costs? 



5. What option would you choose if you were John? Why? What would your opportunity 
cost be? 



From MtMtf Cunieulum Quidm for tht Nation'$ SchoolM, Part tl, Stnt0Sl** TtMching Bconomic*: B*$ic Bu»ifw» and Conaumar 
£(luution (S9eondMry}, 1979. Joint Council on Economic Educttion, 1212 Avenuo of the AmericM, isiew York, NY 1003a. 
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Lesson 2: Competing for the Consumer's Dollar 



TIME REQUIRED: Two class periods (about one 

week apart) 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Incentives 

Competition and market struc- 
ture 

RELATED CONCEPTS: Scarcity and choice 

Supply and demand 
I^ce mechanism 
Opportunity costs 
Trade-offs 



Instructionsl Objectives: Students will 

• Identify incentives offered by cereal manufacturers 
to encmirage the purchase of their product; 

• Explain how and why retailers allocate space and 
choose display locations for the products they sell; 

• List the steps to be taken to carry out comparison 
shof^ing. 

RatfaMiate for the Activity: 

Practically every business wants to capture an ever- 
increasing share of the marketplace for its products. It 
does so by using a variety of competitive techniques 
including price changes, incentives other than price, 
and product differentiation. As students play the role 
of consumers, they will be making decisions in re- 
sponse to those business techniques. 

Mttertais: 

L At least three copies of Handout 2-1 for each 
student; multiple copies of Handout 2-2. 

2. Magazines, newspapers, access to a brokerage 
firm or to the business reference shelves of a local 
library, and other materials that can be provided 
by the teacher. For example, obtain annual reports 
in advance from ail the m^jor cereal producers and 
have them placed in your school library. 

Procedure: 

1. Discuss the number of manufacturers that are 
engaged in each one of several industries and how 
competition operates in a variety of ways besides 
meeting competitor's prices. Include a discussion 
of advertising, loss leaders, giveaways, discounts, 
premiums, and other retail practices (including 
space allotment and location of products in stores). 

2. Divide students into teams. There should be one 
team for each grocery store assigned, 

3. Distribute three copies of Handout 2-1 , the Cereal 
Market Analysis Form, to each student. Give six 



copies if three copies are to be used as worksheets. 
Each team of students should be assigned one 
store, where they will complete a form for each of 
three different name-brand cereals. 

4. Give students time to collect data and to perform 
their analysis outside of class. It may be appropri- 
ate to allow one week t^fore analyzing the data. 

5. ReprcKluce copies of each committee's report 
forms and distribute them to the class or have the 
reports made orally. 

6. Have students analyze the results of their survey 
in at least two ways: 

a. Compare the information obtained within each 
store: How many manufacturers are repre* 
sented? Which manufacturer was allocated the 
most shelf space? Is there any correlation be- 
tween product promotions used and price? 
Let students probe the data on their own and 
try to explain why any differences exist. 

b. Compare the information obtained in different 
stores on the same name brand: Are there any 
differences in price, shelf location, and amount 
of shelf space allocated among the various 
stores? Why might these differences exist? 

7. Ask class members to name factors which the 
companies think will influence consumer pur- 
chases of the cereals investigated. Note that many 
of the factors are examples of nonprice competi- 
tion. Why do companies use these differing com- 
binations of competitive practices? 

8. Give students copies of Handout 2-2, and ask 
them to fill in the grid, using the data their group 
has collected. (Note that Step 1 has already been 
completed.) Have students list the three alterna- 
tives and state the criteria they think are important 
when choosing a dry cereal. Then ask students to 
select one of the three brands of cereals they 
studied as the best buy among the three alterna- 
tives and explain why the choice was made. 
(NOTE: Students may elect not to buy but 
they must explain why.) 

Evaluation: 

1. Review the quality of each group's Market 
Analysis Forms (Handout 2-1). 

2. Assess quality of student contribution to class 
discussion and data analysis. 

3. Review steps to be taken to carry out comparison 
shopping: Siate the problem (what brand to buy); 
collect information and list the alternatives (three 
or more brands); stufe criteria (price, size, taste, 
etc.); evaluatv alternatives against criteria (is the 
box too big); and make a decision (choose brand X, 
or decided not to buy any brand). 
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Teacher's Copy of Handout 2-2 



COMPARISON-SHOPPING PRODUCT EVALUATION FORM 



Step 1 . State the problem: ChooM which cereal le the best buy for me. 

Step 2. List the altBtnatlves (use grid beiow) 
Step 3. State the criteria (use grid beiow) 



DECiSIOIMMAKINQ GRID 



AHemetivee 


Criteria 










• 






































4- ■ 









Step 4. Evaluate the alternatives against criteria (use plus or minus signs in the appropriate box to Indicate 
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Handout 2-1 

CEREAL MARKET ANALYSIS FORM 

Name(s) of person(s) completing this survey . 

Information obtained on dry cereals examined at on — _ 

(store name) (date) 

PiMse complete this form by means of retail market and library research. Choose approximately the same 
net weights per box for each brand of dry cereal. Complete one form for each brand selected. 

BRAND NAME ^ =^ 

A. Manufacturar _^ 

B. Is the company owned by another corporation? if yes, name of parent company 

Yesn NoD - — 

C. Size and weight of package - - — — _ — 

Specify other sizes, weights, and prices for this same brand 

0. Price per package ^ — -— — - 

E. Unit price - . 

F. Are promotions offered with this brand? Yes □ No □ 
If yes. how are they made known to the consumer? 

1. inside the package □ 

2. On the package itspif □ 

3. in a special display □ 

4. By mail □ 

5. Through newspapers, magazines, circulars, or other types of advertising □ 

G. Location of cereal section in store — 

H. Location of this brand of cereal within the cereal section - 

1, Approximate percentage of cereal shelf space alloted to this brand 

J. Number of other brands of cereal on the shelves — - 

K. To whom does this company's advertising appeal: to children, teenagers, parents, the aged, adults in 
general? 



L. What does the advertising stress? 

M. Other observations or information on how this brand of cereal is marketed 



from UM$tBr Curriculum Quida for th» Nttion't Schools, Part li, Strttagkis for Totching Economics: Btsic Busirwss tnd Cortsumw 
education (S^condsry), 1979. Joint Council on Economic Educntlon, 1212 Av«nua of tha Am«iicw, New York, NY 10CS6. 
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Handout 2-2 

COMPARISON-SHOPPING PRODUCT EVALUATION FORM 



Step 1 . State the problem: ChooM which cerear It th« b«tt buy for me. 

Step 2. List the a/temaf/ires (use grid betow) 
Step 3. State the criteria (use grid beSow) 



DECISION-MAKING GRID 



AHtmatlvet 


Criteria 

























































Step 4. Evaluate the alternatives against criteria (use plus or minus signs in the appropriate box to indicate 
your assessment). 

Step 5. Seiect the best choice ^. _ ^ — — — 

Explain why this is the best choice for you. _ 



From kUuttr Currteufum Quid* for th» Nttfott't SchoplB. Part il, Strat»gi»» tor Ttching Bconomlc*: 0««/c 8u«/n««i §nd ConMumtr 
Etfucstion fSteondtfy;, 1979, Joint Council on Economic Education, 1212 Avenue of the Amerlcai, Hsw Yoric, NY 10038. 
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Lesson 3: To Paint or No* to Paint 



TIME REQUIRED: Two or three class periods plus 

time to collect price estimates. 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Opportunity cost 

Taxation 
Gross income 
Work-leisure trade-off 

RELATED CONCEPTS: Productivity 

Marginal tax rate 



Imtructkmsi Objectives: Students will 

• Choose intelligently between hiring someone to do 
a needed task and doing it themselves; 

• Understand the impact of taxes when determining 
the gross income required to pay for an item; 

• Justify their choices in terms of the benefits com- 
pared to the opportunity costs. 

Rfltfonale for the Activity: In the American economy 
the costs of services and of producing goods and 
services which require much individual labor have 
often increased sharply because the rate of productiv- 
ity increase has been slower in labor-intensive indus- 
tries than in capital-intensive industries. For example, 
even with better rollers and newly designed spraying 
equipment, it takes almost as many hours to paint a 
room today as it did twenty years ago. Though the 
work performed per hour (labor productivity) has 
remained about the same over the years, painterp' 
wages have risen along with the general increase in 
wages. This phenoitenan has resulted in many 
people's becoming do-it-yourselfers around the house. 

lesson 3 gives students an opportunity to think 
systematically about such consumer choices. Does it 
pay to do it yourself? That depends upon how people 
value their spare time and the amount of satisfaction 
they gain from personal accomplishment. U also de- 
pends on the income tax bracket of the individuaK For 
example, as incomes increase, tax rates rise because of 
the progressive nature of the federal income tax. The 
activity shows how tax rates can influence a do-it- 
yourself spending decision. 

Materials: One copy of Handout 3-1 for each student. 
Procedure: 

1. Give each student copy of Handout 3-1. 

2. Ask students to s ct a project that they could 
either do themselves or could hire someone else to 
do for them, for example, painting a room, chang- 
ing an automobile muffler, C€K)king a meal, clean- 
ing rugs and carpets, making clothes, baking a 
cake, fixing a faucet, or building book shelves. 
Have students fill in the appropriate blank on the 
worksheet. (NOTE: In selecting a project, stu- 



dents should assume that they can do about as 
good a job themselves as if they hired sofneone 
else.) 

3. Have students make estimates of the outlays 
needed in each approach in order to complete the 
project. Give students time to collect cost esti- 
mates from stores, repair shops, etc., before com- 
pleting I of the worksheet. This may require 
time outside of class unless you have an extensive 
collection of newspaper ads, catalogs, and other 
sources of information students can use in class. 

4. Have each student complete Pwrl II of the work- 
sheet in class. This requires calculating the gross 
income required to pay for his/her project. Explain 
the formula to be used as follows: If the marginal 
tax rate (MTR) — the amount paid on the last dollar 
of income earned — is assumed to be 25 percent, 
then the family must earn $4 in order to have $3 
left after taxes. If the family falls into the 50 percent 
tax bracket (MTR) then it would need $200 of in- 
come, at the margin, to pay out $100 for a room to 
be painted. Go over formula. 



Cost of services or materials 
I - Marginal tax rate (MTR) 

Example: 



= Income required 



If the cost is $100 and the tax rate is 25 percent, 
the gross income required will be: 



$100 
1 -.25 



SlOO 
.75 



= $133J3 



If some students have great difficulty using the 
formula to make their own calculations, assign more 
capable students, perhaps equipped with a pocket 
calculator, to ^ve assistance. 

5. Have students complete Part HI. Small groups (two 
or three students) can work (Hit the answers together 
in class or the assignment may be given for 
homework. Discuss the answers. (NOTE: Make 
sure students understand why the answers to Part III 
should be in terms of hourly earnings before taxes, 
not total income before taxes.) 

6. After all parts of the worksheet have been com- 
pleted, conclude the lesson by asking students which 
of the alternatives they would choose and why. 



Evahiatkm: 

1. Review quality of student responses to the work- 
sheet. Individual student responses will vary. 

2. Assess quality of sttident class discussion associated 
with procedures 5 and 6. 
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Handout 3-1 



SHOULD I DO IT MYSELF WORKSHEET 

Name of student . 

Project selected 

Parti. Cost EttlmatM 

1. Estimated dollar cost to hire someone else to do the entire job 

Source of information 

2. Estimated dollar cost to do the same job yourself (cost of materials) 

Estimated amount of time to do the project yourself 



Part II. Calculations 

1. How many dollars do you have to earn to pay the costs of this project if yourtax bracket 
is 25%? 

Hiring someone Doing it yourself 

Formula for calculation: 
Cost of services or materials 



1 - Marginal tax rate (MTR) 



= Income required 



2. How many dollars do you have to earn to pay the costs of the project if your tax 
bracket is 50%? 

Hiring someone Doing it yourself 

Formula for calculation: 

Cost of servicis or materials 



1 - Marginal tax rate (MTR) 



= Income required 



Part III. Quaations 

1. If you do the job yourself, what do you estimate your hourly "rate of pay" is equivalent 
to? 

What is then the total cost? _ 

2. If you hire someone else to do the job what will be the opportunity cost to you? 

3. If you hire someone else to do the job what will be the t^nefits to you? 

4. WoMkf high-tax-bracket persons be more or less likely to do the job themselves? 
Explain your answer 

5. Why might persons with very high incomes nevertheless choose to do the job 
themselves? 



frtm MMftr Curriculum Ou/<to tor ttm Nation't Schoolt. Part It. Stfat»gi9s for Tetchirtg Economics: S««/c Bu9in9$9 and Con»um»r 
E(tuc»mn (Stcoftdary). 1979. Joint Council on Economic Education, 1212 Avenue of the Amtricu. Ntw York, NY 10036 
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Lesson 4: What If Everyone Received $1, 



9 



TIME REQUIRED: Three class periods 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: The price mechanism 

Aggregate demand: 
inflation money 

RELATED CONCEPTS: Economic wants 

Scarcity and choice 
Real income 
« Circular flow 

iMtructkaal Objectives: Students will 

• D^ne inflation as an increase in the average price 
level all gocKis and services in the economy, not 
just an increase in the price of a single commodity 
or service; 

• Explain the relationship between the amount of 
money in circulation and price levels. 

Rationale for the Activity: Many students have 
dreamed of receiving $1,000,000 from a generous 
benefactor. Some tmy believe that such a gift for 
everyone w<Niid be the answer to econonsic scarcity. 
They think that unlim>*«Hl amounts of money will 
ena^ everyone to obt :^ all the goods and services he 
or she may want immediately and that no one would 
have to be concerned with budgets. However, more 
money by itself will not create real goods and services. 
This activity demonstrates that if everyone received 
$1,000,000 the effect would be to msc price levels 
dramatically (illation) while the real income of con* 
sunKrs would remain l^ically unchanged. Through 
participation in a classroom token economy, students 
will take part in an auction with other students. This 
activity wilt help students understand the meaning of 
such concepts as consumer demand, price levels, and 
inflation. 

Materials: 

1. Chalkboard or overhead projector. 

2. Token money (one or two pounds of macaroni 
shells work we!l). 

3. Eight candy bars. 

4. Multiple copies of Handout 4- 1 . 

5. Materials for a regular basic business or consumer 
education lesson. 

Procedure: 

1. Review the attribute of money relevant to this 
activity, namely, money is anything that is gen- 
erally acceptable as a medium of exchange. 
(NOTE: Make certain students understand how 
money is created in the United States. The New 
York and Minneapolis Federal Reserve banks 
have some excellent publications on this subject.) 
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2. Ask how many smdcnts would like to receive 
1,000,000 U,S. dollars? (There should be a large 
show of hands*) 

3. Ask the students to state what they would do with 
$1,000,000. (How much would they spend? How 
much would they save?) 

4. Establish a **tOken pay economy''* in the follow- 
ing manner: 

a. Tell your students that for the next two days 
you will operate a special system in your class- 
room* You can call this system the token-pay- 
for*woiic system, 

b. Decide on four jobs for which students will 
receive some token (macaroni money) and de- 
cide how msuiy tokens should be paid for each 
task* Some possible tasks are: coming to class , 
prompt completion of work, select^ class- 
room clean-up jobs, asking questions, and so 
forth. Students may express puzzlement abmit 
the purpose of getting such ''worthless 
tokens,'' but they will soon see that the 
macaroni has '*valuc," 

c. Explain that at the end of the first day you 
will sell at auction four candy bars. Using the 
tokens, the four highest bidders will be able to 
**buy" a candy bar. 

d. Conduct any regular class lesson that gives 
students a chance to "earn" token money. 
Stop the class about 15-20 minutes before 
dismissal time. Have students turn in work 
record sheets to a student paymaster who will 
then pay each student accordingly. Bring out 
the first candy bar and hold the auction. 
Repeat the process with the second, third, and 
fourth bars. Record purchase prices on the 
chalkboard. 

e- Advise students who still have tokens to keep 
their money safe overnight. Tell students you 
will continue to pay for the same tasks on the 
following day, but do not explain farther. 
5. On the following day, give each student another 
work record sheet. Continue to conduct your class 
as usual and advise students to record the work 
they perform. Tell them that today you will triple 
the pay scales. Again, stop the class lS-20 minutes 
before dismissal time and have them turn in their 



• This activity is adapted fram ** A Way of Amplifying the Concept of 
Inflation/* Master Curriculum Guide, Part II. Btruteuies for 
Teaching Economics: intermediate Level (New York: Joint Coun- 
cil on EcooOTiic Education, 1978), pp. 59-60. 
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worksheets to the paymaster* Conduct an auction 
^ four more candy bars. Record the purchase 
prices CHI the chsdkboard as illustrated, comparing 
day I with day 2. Day 2 prices shmild be higher. 

EXAMPLE 

Price 



Bar 1 
Bar 2 
Bar 3 
Bar4 



Day i 

4 tokens 

6 tokens 
4 tokens 

7 tokens 



Hay 2 

18 tokens 
16 tokens 
20 tokens 
18 tokens 



NOTE: If some students have gone to the ^ocery 
store and imrchas^ bags of macaroni shells you 
will fimi that the quantity of money circulating in 
your classroom has dramatically increased. Fur- 
thermore, if students pool their resources for the 
auction on the second day, prices will also be 
hi£^r. This simulation can accommodate these 
occurrences, as will be shown in procedure 6. 

On the third day discuss with students what has 
occurred on the previous two days. Did the tokens 
serve as money? Use the data generated from the 
auctions as you compare the prices of candy bars. 
How much moneys ' was in circulation on the 



first day? How much on the second day? Discuss 
the phenomenon of more money chasing the same 
amount of goods, i.e. , only fcHir candy t^rs on each 
day. What might have hapi^ned to prices if 400 
candy bars had l^en auctioned df on the second 
day? What if wages were cut on the second day? 
Ask if anyone can think of comparable situations 
in the world outside the classroom* In what ways' 
is the real worid the same? In what ways is it 
different? Conclude the lesson by reinforcing the 
point that if the candy bars represented all the 
goods and services available and the token money 
represented the total money supply in the eco- 
nomy at any one time, then the classroom activity 
demonstrated inflation. 

OPTIONAL: Announce that Senator Bucks is 
proposing that every person in the United States is 
to receive $1,000,CXK) in Feder^ Reserve notes* 
Ask students to write a short essay explaining: (a) 
what would be likely to happen to prices if 
everyone received this amount of money; (b) why 
prices would change; and (c) why the proposal 
would not be such a good idea to enact. 



Evaliiatkiii; 

L Assess quality of student discussion generated 

during procedure 6. 
2. Use procedure 7 as a written exam. 
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Handout 4-1 

STUDENT WORK RECORD SHEET 

Uame of Student — 



Tarts for Pay 

(1) 


Sate 

of Pay 

(2) 


Number of 

It to Ba Done 

(3) 


Pay Due for 
Each Task 

(col. 2 X COl.3) 
(4) 











































Total Pay Due (add figures in col. 4) 



From W«f.r Curriculum Qukl0 for ttw mim'n Schools, P.rt n Strat^g^Bsfor ^"^f f S ^^'^^ Consumer 

Edueatkm (S^contiw). 1979. Joint Council on Economic Education. 1212 Avenue of the Americas, New YorK. NY 10036. 
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Lesson 5: Buying with Consumer Credit 



TIME REQUIRED: Two class periods with time be- 
tween for students to collect 
data 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Scarcity and choice 

Government regulation 
Price of credit 
Saving 

Rates of interest 

RELATED CONCEPTS: Opportunity costs and 

trade-offs 
Fre^om 

lostruetkNial (XiJ«€tives: Students will 

• List steps necessary to do effective comparison 
shopping; 

• Know when comparison shopping shouV be done; 

• Describe the information available to thi, . jnsumer 
in a credit contract; 

• Compare available sources of credit on the basis of 
information in the disclosure statement. 

Ratkxiale f«r tbe Activity: The use of consumer credit 
is increasing and there are a variety of government 
regulations that assist consumers. However, if the 
consumer does not know how to use these aids, they 
are largely ineffective. 

Mataiak: 

1 . A copy of an ad for each student (to supplied by 
teacher or to be clipped from magazines or news- 
paper by students). 

2. A copy of handouts S-1 and 5-2 for each student* 

ProMdure: 

1. Distribute an ad for an expensive item that stu* 
dents would be interested in buying (e.g., a stereo 
set, a CB radio, ski equipment) or have students 
bring in an ad for an item they want but don't have 
the money for. 

2. Ask students to assume that they are old enough to 
buy the item on credit and explain that they are 
going to *'shop'* for credit in order to buy the item. 

3. Give students a copy of Handout 5-1. Discuss the 
information available on credit contracts, using 
the sample disclosure statement. Review the ad- 
vantages to the consumer of having this informa- 
tion. 

4. Distribute copies of Handout 5-2, The assignment 
is to obtain the information sought on the form 
through visits to three different types of credit 
suppliers: banks, credit comfmnies, retail stores. 



Ask students to collect samples of written mate- 
rials from each supplier of credit. These will be 
used for class discussion. 
5. Once students have completed their interviews, 
conduct class or small group discussions using the 
following questions as a guide: 

a. Was the information obtained adequate to 
decide where to obtain credit? 

b. Is there any information that would be helpful 
but that the supplier of credit is not now 
required to ^ve? 

c. Does it pay to shop for credit? Look at the 
costs in terms of required time for comparison 
shopping for credit against the benefits of 
lower interest charges for credit. Would the 
benefits outweigh the costs if the item to be 
bought could be financed at a low interest rate? 

d. How is freedom to choose made easier 
through the existing credit regulations? 

e . Do consumers ideally use the credit information 
to which they are entitled? Why or why not? Do 
they understand the information or does it 
merely become another form to sign? 

f. What are the opportunity costs of tying up 
future income in credit payments? 

(1) Future uses of the money if it were not 
used for repayments, 

(2) Interest that could be obtained from sav- 
ing the future income, 

g. Why would someone buy on credit instead of 
saving for the item? 

( 1 ) In order to have the immediate use of it, 

(2) If inflation continues, the loan would be 
repaid with cheaper money, 

h. Why do suppliers of credit give out the credit 
information they do? What prompted the regu- 
lations that require retailers and others to 
disclose more about the cost and terms of the 
credit they supply to consumers? What do 
these regulations cost the consumer? 

i. What variations in the costs of credit did you 
find from your interviews? Why do these 
differences exist? 

j. Is there one *'best*' type of credit supplier for 
people who want to borrow for consumer 
purchases? How does a person determine the 
**best*' source for credit? 

Evahiatioo: 

1, Assess the quality of data students collect for 
Handout 5-2, 

2. Assess student responses to questions posed 
during class discussion. 
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Handout 5-1 



ACCOUNT 
NUMBER 



1 



i 



SEARS, ROEBUCK AND CO. 
DISCLOSURE STATEMENT 



Sales Check No. 



□ Easy Payment 
Plan 

□ Modernizing 
Credit Plan 



Date 



19L 



OESOltrTtON OF MEi^UMOtSE 



OfFlCE USE ONLY 
<Cod« 4 SalM) 


No, of 
Months 


Monthly 







CASH PRICE 










CASH DOWN PAYMENT 










UNPAID BALANCE OT CASH PRICE - 

AMOUNT FINANCED 




















DEFERRED PAYMENT PRICE 






;;^'^■■.^:^■■^^;;;:^>^;•<^;^;;^ 


Pi 


TOTAL OF PAYMENTS--THIS SALE 







Tlif iwdMMitpiyalii in hntHlMiAt pmstiMt ti ay $<srs Eaq rafMM Hw- 
ItfbMtai $ ptrMMllfir. 



«MtksaiialM(MitliypayMatif$ iMtiitttMMMtltaMetl MtflfciFttUUiCE 

(»ftfffigiytteiMittaia»if««»iiM. 



II mmUm «Hfe ay Stan Easy NjMWit f \n um rMm ttm Ittail fttMiMat eHtract 
mt SMarity Apvwtat a HtaHM"* Nftknt luy ciumt» tkt MMkir tui muwA ft My MiMiy 
payMats, aai/ortkc ANNUAL PEftCENTAfiE RATE iftkispw^. iayiMdicka^aarili 
ippuraaaiy laxt Maattiy MttiiitaMNat 

A eafy af iqi laiaa etoefc to attadml ktfita antf iaeaffMtal ly nfinaca. Owainfci^ at M mTam- 
Hlpayiafaiii«a«vaKa,««yaMir«N FINANGEGHARfiE wW Iw rthatai aaitf tkt Ma af 71. 



Reproduced by p«rmli8ton of Swa Roabuck and Company from How to Choose and Us9 Retail 
Cndn. 
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Handout 5-2 



SHOPPING FOR CREDIT EVALUATION FORM 



StwJent 

Total loan requested 



Date 

Item to be purchased _. 
Estimated price 



CREDIT SUPPLIER 1 

Name . _ 

Address .. _ .._ _.. 

Type of credit supplier (retailer, bank, credit company). Circle one. 

Credit information 

Amount of payment . . 

Number of payments _ _ 

Duration of loan 

Annual percentage rate _ 

Special clauses _ _ . _ . 

CREDIT SUPPLIER 2 

Name 

Address 

Type of credit supplier (retailer, bank, credit company). Circle one. 

Credit Information 

Amount of payment _ _ 

Number of payments . _ _ 

Duration of loan ^ 

Annual percentage rate 

Special clauses 

CREDIT SUPPLIER 3 

Name ,. _ _ _. 

Address ^ 

Type of credit supplier (retailer, bank, credit company). Circle one. 

Credit Information: 

Amount of payment . 

Number of payments . 

Duration of loan 

Annual percentage rate 

Special clauses . - _ 

Collect sample credit information brochures, contract forms, and disclosure statements from each credit 
supplier. 



r^?n Matt9t i,u;rrj!jm ^ultla for *m ."mtion's Schools, Part II, Strategies for Taachirtg Economics: Basic Business and Consumar 
€ot«c*f/0;- (Saconoary! 'd7r. jor*. '. utncil on Economic Education. t212 Avenue of the Americas. New York. NY 10O36. 





Lesson 6: What Should I Stock? 



TIME REQUIRED: 45-50 minutes 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Maximization of profit 

Business resources/ 

inventories 
Profit rates 
Investment 



lartmctioiial Ob^^ctives: Students vk^tll 

• State the goal of the firm: profit maximization; 

• Know that choices are required when budgets are 
limited; 

• Explain the difference between profit rates and 
total profit per time period — in this case, one year* 

Ratkmale for ttie Activity: Almost all families have 
insufficient income to buy everything the family de- 
sires* However, students may not realize that busi- 
nesses and governments are faced with similar con- 
straints and, therefore, must also make choices and 
allocate resources* Business firms desire to maximize 
pnifit. They do so by choosing the best alternatives for 
the use of scarce productive resources. The resource 
in this lesson is the composition of business inven- 
tories. 



Mataials: Copies of handouts 6-1 and 6-2 for each 
student or group of students. 

Ptwedore: 

L rXscuss briefly the goal of private business. 

2, Then provide Handout 6-1 and have students read 
the "case'* to determine the choice of business 
inventory that appears to give the Sandrys 
maximum profits. 

3, Without much additional discussion, distribute 
HandcHit 6-2 and ask students to fill in the blank 
spaces. 

4, Then with the new information ask the students to 
m^e a decision ab<Hit which goods to stock. 

5* It is recommended that ymi then write out TsU>le 2 
on the board for discussion* This table will help 
the students analyze the concepts of profit per 
dollar of sales as well as return on investment, 

Evaluatkm: 

L Assess quality of class discussion related to 
Handout 6-L 

2, Collect student responses to Handout 6-2 and 
assess quality of responses. Problem B can be 
used as a written exercise. Use teacher answer 
sheet as a guide. 
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Teacfaer Ami wer Sheet t» Lessra 6, 
What Should I Stock? 



HANDOUT t-U 

Given only the information on Handout 6-i« students 
will tend to select home entertainment centers as the 
product line that would return the most profit per 
ddlar of sales. 



HANDOUT i*2: 

Problem A: Color TV sets will return the most 
profits to the Sandrys' investment in inventories. The 
students should be able to calculate this from the 
information in Table 1 and the selected information 
from Table 2 that you give them. Similar calculations 
show that going into home entertainment centers 
would be only h^ as profitable as color TV*s« while 
refrigerators would also be considerably less profit- 
able. The reason color TV is the best investment is that 
an investment in TV inventories would be used more 
efficiently— i.e., **tumed over'* faster— than invest- 
ment in the other appliances. When the Sandrys pur- 
chase color TVs, they are able to use their $10,000 
investment in inventory twice in a single year. They 
thus double the annual amount they earn on their 
$10,000, 

You can generalize this point for your students. TTie 



percent of profit earned on investment In inventories 
is, in part, a function of the number of units sold over a 
given period of time — the * 'turnover rate'' of the 
inventory. Even if the profit on each unit sold remains 
the same, higher turnover rates result in higher total 
profits in dollars and in higher profits on the dollars 
invested in inventory. 

Problem B: They might very well he different. A large 
store in a better location and with more customers 
might be able to invest in all three products — though 
perhaps still devoting more to color TV's — in case the 
estimates about how much of each product customers 
will buy turn out to be somewhat inaccurate. (This is 
called diversification, because the store buys a variety 
of products in order to distribute— diversify-Hts risks. ) 

There are other reasons why a lai^e store might not 
make precisely the same d^isions. The large store 
may well be able to influence consumer choice by 
running special sales days for one product or another. 
It can also influence the consumer by advertising one 
product more than another. It is better able to borrow 
from banks in order to invest additional amounts to 
diversify inventories. It may be able to buy the 
^pliance •'packages" at a somewhat reduced price, 
because it buys in great quantity. 



TABLE 2 (Teacher's Copy) 
Analysis of Estimated Profitability for One Year of Sales 





Horn* 
Entertainment 
Center 


CotorTV 


Refrigerator 


Number of units sold 


to 


66* 


20 


Value of total sales 


$ 8,000 


$29,700 


$12,400 


Proflte per unit 


100 


30 


60 


Total profit 


1,000 


1,980 


1.200 


Percent of profit 






9.7% 


on total sales 


12.5% 


6.7% 


Total inventory 




$10,000* 


$10,000 


investment 


$10,000 


Percent of profit on 




19.8% 


12.0% 


inventory investment 


10.0% 



• Ttifli Msumw that u the ' package ' of 33 unit* orlflinaify bought begins to run out. the Sandrys take the proceeds plus money earned 
ffom MM of other appliances to buy another "package " of 33 units. 
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Handout 6-1 



WHAT SHOULD I STOCK? 



Mary and Adoiph Sandry need to choose what to stock (I.e., the composition 
of the inventory) in their small appliance store. The Sandrys' business has 
done well in the past year. As a result, they have accumulated $10,000 that 
they can use to increase the store's inventory. They want to add a new line of 
products. Naturally, they want to choose the line that will earn the maximum 
profit on the $10,000 available for their Investment in more inventory. 

The Sandrys are visited by a number of sales people representing manufac- 
turers, ^er e\^uating various proposals, thrra different lines of products 
seem to fit the store's location and market: home entertainment centers, 
color TV sets, and refrigerators. 

E^h manufacturer has a "package deal" for the Sandrys to consider. For 
$10,000 the Sandrys can purchase 20 home entertainment centers, 33 color 
TV sets, or 25 refrigerators. On tf^ basis of this information and the data in 
Table 1. which line appears to provkie the highest profit potential? 



TABLE 1 

Expected Costs, Selling Prices, end Profit Estimstes per Unit for 

Three PrcMiuct Lines 



Home 
Enteitalnmant 
Center 



Color TV 



Refrigerator 



Unit cost from manufacturers 
Sales expenses per unit 

Total costs per unit 

Expected selling price 
(total revenue per unit) 

Profit per unit (total revenue 

minus total costs) 
Percent of profit on sales 

per unit 



$500 
200 



$300 
120 



160 



$700 

$800 

100 
12.5«i> 



$420 
$450 

100 

6.7% 



$560 



$620 



60 

9.7% 



From Alsffif Curriculum Qutd* for th0 Nation'$ Schoolt, Part il, Strtttgiea lor Tetching Bcofiomics: B*aic BuMlnsss and Consumer 
eauoMthn (SeeorKkvy), 1S79. Joint Council on Economic Education. 1212 Avanua of tha Amaricai, Maw York, NY 1(X^. 
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Handout 6-2 



WHAT SHOULD I STOCK? 



After thinking about the three proposals overnight, the Sandrys conclude that 
it is important for them to consider /row many units can be sotd as wet! as the 
percent of profit on sales per unit. 

The Sandrys estimate that during the next year they can sell 10 home 
entertainment centers, 66 color TV sets, and 20 refrigerators. 

Problem A: 

Given this additional information and the data in Table 1, calculate the 
missing information in Table 2. Now which line appears to offer the most 
profit per year if the Sandrys invest $10,{X)0 in inventory? Be prepared to 
explain your answer to the class. 

Probleni B: 

Assume that the Sandrys are owners of a targe appliance store with several 
retail outlets, in that case, are there any reasons why their inventory decisions 
would be different? 



TABLE 2 

Analysis of Estimated Profitability for One Year of Sales 



Home 
Entertainment 





Center 


Color TV 


Refrigerator 


Number of units sold 


10 






20 


Value of total sales 


$ 


$ 




$ 


Profits per unit 


$ 100 


$ 


30 


$ 60 


Total profit 


$ 


$ 




$ 


Percent of profit 










on total sales 


% 




% 


% 


Total in\«ntory investment 


$10,000 


$10,000* 


$10,000 


Percent of profit on 










inventory investment 


% 




% 


% 



■ ThltMtumM that as tha " p acKag a " of 33 units origlnaiiy tjought baglns to run out. tha Sandrys taka tha prtK^ads plus monay aamad 
ttom si^ of ottwr appilaneas to buy amjttwr "pKskaga" of 33 units. 



From Maaftr Cyrrteulum QuHh tor tht Huhti'a SehoolB, Part ti, Stnttgia* for TMching fconom/ea; fiai/c BuMirwu »nd ConMunusr 
EikieMion (S&ewMkuy), 1S79. Joiflt Coimeit on Economic Education, 1212 Avanua of tha Amaricas, Naw York, NY IONS. 
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Lesson 7: Producer's Choice — ^Where to Produce 



TIME REQUIRED: 45-30 minutes. Some classes 

may require more time to com- 
plete all three problems. 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Least cost of production 

Production cost 

RELATED CONCEPTS: Profits 

loitructioatf ObJcctivi»: Students will 

• List the factors of production — land, labor (includ- 
ing entrepreneurship), and capital; 

• Select the least-cost producing unit; 

Rfttioiude for the Activity; Business firms must search 
for the lowest prices for the land, labor, and capital 
they need. Since their goal is maximum profits, prod- 
ucts must be produced as che^ly as possible. Produc- 
tion cost is least only when the lowest-priced combina- 
tion inputs to provide a given good or service is 
us^. Students should understand this basic principle 
of conducting business because it helps explain busi- 
ness decisions that affect employment of resources. 

Mirtwisb: 

1. Chalkboard. 

2. One copy of Handout 7-1 for each student. 
Proodure: 

1 . Give each student a copy of Handout 7- 1 . Tell the 
students they are managers of a firm with two 
plants, one in Chicago and one in Memphis. Both 
plants produce the same product — metal boxes. 
Have them review the cost data before solving the 
problems. 

2. Assign imlividual students or small groups to work 
on problem A. Using the imurmation provided 
they are to choose the plant that can produce and 
sell the product so as to minimize cost and 
maximize profit, given a market price of $10.00. 
Assume that the manufacturer will pay for the 
transportation of the boxes to the buyers. Ask the 
students to choose which production location 
should be assigned to supply Milwaukee. Discuss 
ttw answers. 

3. Assign individual students or small groups to work 
(Ml problem B. Discuss the answers. 

4. Assign individual students or small ^oups to work 
on problem C. Discuss the answers. 

Evidttatioa: 

1. Assess responses to problem worksheets and/or 
class discussion. 



2. Problems B and C can be used as home assign- 
ments or an in-class test if Handout 7-1 is modified 
to include only Problem A. 



Teacher Answer Sheet to Case Study 

PRC»L£M A: 

• The Chicago plant is the least-cost plant when 
transportation to Milwaukee is included, given the 
uniform selling price of $10 per metal box. If the 
product were shipped from Memphis, the profit 
would be only 45 cents per box, while shipment 
from Chicago yields a profit of 71 cents per box. 

Chicago: $9. 10 + M. 19 ($0. 10 + $0.09) - $9.29 
Memphis: $8.90 + $0.65 ($0.10 -t- $0..S5) = $9.55 

• The Chicago plant has a 71-cent profit. Therefore. 
Memphis, the plant with the lowest cost of produc- 
tion, does not supply Milwaukee. 

PR(»LEM B: 

• With added capacity in the Memphis plant, average 
cost per box made in Memphis fell to $7.20. The 
Chicago plant will therefore close since it is 
cheaper to produce and ship to Milwaukee from 
Memphis ($7.20 -i- $0.65 = $7.85) than to produce 
in Chic^o. 

• If the Chicago plant were used, the manufacturer 
would not make the maximum possible profit. 
Worse yet. the idleness at Memphis would be more 
of a loss because it now has more unused capacity. 

• Hie increase in firm profits may prompt an attempt 
by labor to obtain higher wages, since part of the 
profit increase came from greater labor productiv- 
ity: labor costs per box fell from $2.80 to $2.00. 
(Note that the $2.00 unit labor cost is a production 
cost for the manufacturer, not the actual hourly 
pay of workers. Hourly pay rates are not given in 
this exercise.) 

PROBLEM C: 

Computation will show that the Chicago plant can 
produce and deliver to the Des Moines market at a cost 
of $9.50 per box. Therefore, at a price of $1 1 per box. a 
net profit of $1 .50 per box can be earned. Under these 
conditions the Chicago plant will be reopened. 

If the firm's managers wanted to supply the Des 
Moines market without reopening the Chicago plant, 
they would have to expand production capacity at 
Memphis or they could give up the Milwaukee busi- 
ness. The determining factors would be how much the 
new plant expansion would cost per unit of output and 
the relative transportation costs between Memphis and 
Des Moines as compared to costs between Memphis 
and Milwaukee. 
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Handout 7-1 



SALES INFORMATION AND UNIT COSTS OF 
PRODUCING METAL BOXES 



Chicago Plant Memphis Plant 
Labor $3.00 $2.80 
Capital 1.00 1.05 
Land cost (rent) 0.10 0.05 
Raw material inputs 5.00 5.00 
Total costs per box $9.10 $8.90 



Both plants have a production capacity of 1.000 boxes per day. 
Sates 

Chieago plant sells 1,000 boxes per day in Milwaukee for $10 a box. 
Memphis plant sells 1.000 boxes per day in Memphis area for $10 a box. 

Dittane*: 

Chicago to Milwaukee 90 miles 
Memphis to Milwaukee 5^ miles 

Transportation cost: 10 cents per box plus 10 cents per hundred miles. 



Problem A: Given tl^ information on costs of pro- 
ducing metal boxes and the sales information re- 
produced on Handout No. 7-1 . answer the following 
questions: 

• Which plant should be used by the metal box 
firm to supply the Milwaukee market? 

• What is the profit per box that your firm will 
earn? 

• Why dW you find that the plant with the highest 
production cost per box will be used to supply 
the Milwaukee market? 

ProMsw B: Upon evaluation of the costs of produc- 
tkm. it Is discovered that adding plant capacity of 
1,000 boxM per day at the t>etter equipped Mem- 
phis ^ant would increase the effictency of labor 
and reduce the cost of raw materials per box. The 
new building will increase the cost of capital gcKxjs 
par unit These adjustments will mean a new pro- 
duction cost schedule as follows: 

Unit costs of producing metal boxes at Memphis 
after doubling the production capacity of the 
Memphis plant 

Labor ^.00 

Capital 1.15 

Und 0.05 

Raw materials 4.00 

Total cost $7.20 



• Given these new lower costs, what would you do 
with regard to prcK^luction for the Milwaukee 
market and the use of the Chicago plant? 

• What would happen to firm profits if the Chicago 
plant were used after the capacity was added to 
the Memphis plant? 

• If the Chicago plant is slos^ and profits at the 
Memphis plant rise, why do you think Memphis 
workers could ask for wage increases? 

ProMeffl C: Assume that the finn has closed its 
Chicago plant and is producing boxes for the 
Milwaukee market at its Memphis plant and that the 
Memphis plant is selling ail the boxes it can pro- 
duce. T^n as a result of g(Kxj word-of-mouth 
exjvertising by a group of Milwaukee buyers who 
have moved to Des Moines, Iowa, your firm finds 
that it can sell 1 ,000 boxes per day in Moines at 
a price of $1 1 per box. Des Moines is 300 miles from 
Chicago. You must now respond to the following 
questions: 

• If your firm could reopen its Chicago plant at little 
or no extra cost, would you recommend reopen- 
ing the plant? 

• Will the unit price exceed the unit costs of 
production plus transportation from Chicago? 
HINT: How much profit per unit will there bet 

• In what other ways might the firm supply the 
boxes demanded if the Chicago p{@ ^ could not 
be nsopened? 



from Unm Ounicutum Quia* for ttm Nation'$ Sehooii, Part if. StratffttM for T§aching Bcof}OtrHoi: Buic Butirmst tnd Consumw 
e<kteMon (S»eoiHk^). 1979. Joint Counctf on Economic Education, 1212 Awtnuo of tti« AmoHcat, Hmut Vorfc. NY 10^. 
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Lesson 8: Mass Markets, Advertising, and the Product Cycle 



TIME REQUIRED: 45^50 minutes 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Specialization 

Division of labor 
Price 

Cost of production 
Product demand 

faiftnictkwal CHijectives: Students will 

• Define division of l^r ami cost of production; 

• Show how advertising can stimulate demand for a 
new product; 

• Explain the effect that advertising can have on the 
cost of a product at different stages of its history. 

RationiK- for the Activity: Many products tend to 
follow a typical market pattern that students-^s 
consumers—ought to know abcHit. When first intro* 
duccd, demand for a new product is usually Umited 
and the cost of production is relatively high. As a 
product^s market matures, demand increases and pro- 
duction costs per unit tend to fall. Profits per unit and 
total iH-<^ts therefore climb. Eventtialiy the ^owth of 
demand slows, production costs per unit stop falling, 
and profits per unit tend to decline* Automc^tles, 
television sets, and personal calculators are products 
that have followed a typical *1ife-cycle** pattern. Les- 
son 8 shows the interrelation of demami, costs, and 
price during these various stages of production. 

MaterUls: Multiple copies of handouts 8-L 8-2, and 
8-3, 



Evalttatfon: 

1. Assess quality of student contribution to class 
discussion. 

2. Assess quality of student responses to questions in 
Handout 8-3. Use the answer sheet t^Iow as a 
guide. 

Teadi^ Answer Sl^ to Handout 8-3* Quesdoos 
00 the Cue Study: The Wmd Expariefice 

la. About 18,000 cars, 
b. $3,400. 

2a. Approximately 8 million cars, 
b. $950. 

3. Ford developed the assembly line and other 
mass-production techniques. This raised outjuit 
per man-hour because of specialization, and thus 
lowered costs. These same techniques substi- 
tuted capital for labor, ai^ the saving on labor 
also reduced cost. Ford also secured savings by 
producing many of the raw materials and parts 
in his own company — an organizational tech- 
nique we now call vertical integration. 

4. It should have shifted demand, increased sales, 
and prompted even greater use of mass produc- 
tion methods. Ford also wanted to lower prices 
to attract more customers. If advertising could 
have increased the market, it prc^bly would 
have hel|^ lower production costs even faster, 
thus also making it possible for more customers 
to buy the car. Since the incomes of Americans 
were rising, heavy advertising mi^t have led to 
more car sales even if the price had not been 
lowered. 



Proeedure: 

1 . Provide each student (or group of students) with a 
copy of Hamlout 8-1 and ask them to read it. 

2. Provide each student with a copy of Handout 8-2. 
Be sure students understand what the chart de- 
picts. Make certain that the students understand 
the concept of expressir^ prices in constant dol- 
lars (i.e., prices as of a given year) before they 
start answering the questions. Provide each stu- 
dent with a copy of Handout 8-3 and have them 
work on the answers. 

3. Allow the group or the class ^ a whole to react to 
the questions and then concentrate on discussing 
answers to the questions. Demand curves may be 
used to illustrate student responses if students 
have been introduced to them previously. 

4. IXscuss questions 3-^ using TV sales in the 1950s 
(black and white sets) and the 1970s (color sets) as 
the product. The analysis will parallel the Ford 
case study. 



UNIT 
MIICI 
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S. By 1923 the desire of the public to purchase a 
car designed in 1909 had declined. It looked 
obsolete even when new. As a result, an increase 
in advertising would have attracted few addi- 
tional buyers. (Note that under the market condi- 
tions depicted in the chart below, demand in 

and 1^4 is for all practical purposes the 6. 
same.) 



UNIT 




UNITS SOLO 



However, the cost of additional advertising 
would have added to the total cost of producing 
and marketing the car. Hiis would have required 
some increase in the sales price and such an in- 
crease might well have reduced the number of 
cars sold. 

If a good has not yet been mass produced and 
the economies of mass production therefore not 
yet achieved, then advertising, by causing 
people to become aware of the product « can in- 
crease sales and lower costs, which can lead to 
a reduction in price. The reduction in prices may 
then lead to still greater sales and more adver- 
tising, thus lowering costs and prices further, 
and so on. But if a good is already being mass 
produced and costs are already low, or if adver- 
tising does not increase sales, the producer*s 
costs and thus the price to the consumer may 
both increase. 



33 



Handout 8-1 



CASE STUDY: THE FORD EXPERIENCE 



In 1909 Henry Ford introduced Model T. The car h»i large wheels, a 
stron' s.it'r ' '"Stne, and was exceedingly aSmple to repair and maintain. Your 
grandt&f and great-grandfather may well ha\w learned to drive. tra\«l 
about the country, and repair automobiles on the Model T. 

Henry Ford's idea was to expand production in order to lower costs and 
increase sales. To meet these objectives, Ford spent many of the years 
between 1909 and 1927 in developing the assembly line arKi other mass 
production techniques to reduce the Model T's costs. The effort included the 
use of subassembly lines for soma components such as motors. 

The Ford company also built plants to produce steel, glass, and many other 
basic Items required to produce a car. In fifteen years, nearly 8 million Model 
Ts werf turned out. In almost e>«ry year, as more cars were produced, costs 
were reduced and Ford could lower the selling price. (Of course, many 
Improvements were made on the original Model T as time went on.) 

Ford was so sure that the lower costs achte\«d by staiKlardizIng tf^ 
product would attract buyers that he went so far as to say, "You can have any 
color you want so long as it's black." But he turned out to be wrong. By 1923. 
others in the industry tvad <ieve\Of»d a n^ concept for selling cars. 
Chevrolet began to offer a new model in a variety of colors every year. These 
style changes made the Model f look obsolete and old by comparison. As a 
result. Ford's sales fell. In 1927, Henry Ford finally saw that it was necessary 
to change car styles. He closed his assembly lines for several months to 
retool and rebuild. The result was a new and restyied car. The Model A was 
introduced in 1927. 



From MMfir Currteulum Quid* for tht Natlon't ScfH>ol$, Part H. StntBgitM for Ttaching Economies: Btlc BuBirwas «nd Conaumor 
eaucailon (S^conttvy}, 1979. Joint Council on Economic Education. 1212 Av«nu« of the Am»ricM, N#w York. NY 10038. 
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REVISED 



Handout 8-2 



PrUm of Mo(M T. 1900-1883 (AvaraQ* list pries in 1S58 doilani) 




CtMrt rtpftmad from WHUAm J, Atemattty wxl Ktnn«th Waynfl, Limrts of the Learning Curve. Htrvard Business Review, 
Saplambar-Oetobar 1974. Copyright by the Prssid«it and Fellows of Harvard GoKege. all rights reser^. 
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Handout 8-3 



QUESTIONS TO ACCOMPANY CASE STUDY: THE FORD EXPERIENCE 

(Use space provided for your answers) 



la. How many Model T's were produced in 1909? 
b. What was the price per unit in 19097 



2a What was the total numt^r of cars produced from 1909 through 1923? 
b. What was the price per car in 1923? 



3. What could have been some reasons for the decrease in the sales price from 1909 to 1923? 



if Ford h^ spent money on advertising to make people more aware of his product in 1909, wliat might 
have happened? 



Ford closed for several months in 1926 to retool his factory for a new line of cars. What 
might have happened to sales and costs in 1926 if the money had tieen spent on advertising the old 
model instead of on retooling? 



6. What is a conclusion that can be drawn from the Ford situation about the effect of advertising on the 
price of a good? 



NAME DATE 



From /Utolvr Curriculum Quldm for th» Natkm'» Schoota, Fart it, Str»t»gl9» for Teaching Eeottcmlcs: BmmIo Btitln09$ an0 Comurrtur 
Uutmtion (S*eM4a/yi. 1979. Joint Ckjuncil on Economic Educ«tton, 1212 Avvnut of th* Americas, Naw York. NY 10038. 
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TIME REQUIRED: 

RECOMMENDED < 

MAJOR CONCEPTS: Opportunity cost 

Factors of production 
Profit 

RELATED CONCEPTS: Investment 

Risk 

Taxation 
Rate of return 

ImtructkMigl Objectives: Students will 

• Identify the costs of various factors of production; 

• Explain why investment in an enterprise depends 
on the prospect that the enterprise will make a 
profit; 

• Compute the return on investment; 

• Use the principle of opportunity cost to make 
investment decisions; 

• List variwis factors that should be considered when 
determining whether a profit or rate of return is 
adequate or not. 

Ratfooale for the Activity: People have many miscon- 
ceptions about the nature and amcHint of profits earned 
by owners of businesses. This activity will help stu- 
dents identify the components of profits in a snmll 
tnisiness and evaluate the rates of return on invest- 
mem. 

Matolab: One copy of handouts 9*1 and 9-i for each 
student. 

Pirocechire: 

L To get the students started on the problem ask 
them to answer the following questions: 

a. What is profit? 

b. How do you feel about profits? 

c* How does one determine whether a particular 
profit is adequate or not? 

NOTE: Students will probably give varying responses 
to these questions. Make the point that the variations 
in responses show that students have some rather 
indefinite ideas about profits. Indicate that the lesson 
will focus on somv^ ddinite guidelines for the students 
to use in answering the questions they have just been 

2. Distribute copies of Handout 9-1 and have stu* 
dents read the case study. Ychi may want to give a 
short review on the factors of production and on 
the ways to figure net pnrfit and return on invcst- 



1 the analytic ques- 

the meaning of the 
terms in the case study, distribute Handout 9-2. 
Students can work out answers to the problems 
individually, in small groups, or you may want to 
work through the problems with the class, explain- 
ing the concepts as you go. 
4. Conduct class discussion on the answers to the 
analytic questions. Close the activity by pointing 
out that each situation must be studied very care- 
fully before determining whether a profit or rate of 
return is adequate or not. Among the factors to be 
considered are: variation in profit from one year to 
the next, whether profit includes payment for the 
owner*s services, and how the profit compares to 
other investments carrying various types of risks. 

Evaluation; 

1. Assess quality of student response to questions on 
Handout 9-2. 

2. Use question 13 as an "open book** essay test and 
assess quality of the responses. 



T&iditf Answer Sheet for Handout 9-2 
la. $80,000. 

b. Gross sales are not the same as profit since part 
of sales receipts must be used to pay for produc- 
tion costs. 
2. Human resources $44,000 

Natural resources 10,000 (utilities plus raw 

materials) 

Capital goods 13,000 (rental of building 

plus depreciation 
of equipment) 

NOTE: In the strict economic sense, inven- 
tories of raw materials such as nails are con- 
sidered to be capital goods. If students choose 
to classify the raw materials this way, the total 
exi^iuiitures will not change even though the 
amounts per category will be different. 
3a. $67,000. 

b. $3.35 ($67,000 ^ 20,000 pairs = $3.35 a pair). 
4a. $4.00 - $3.35 = 65^ profit per pair, 
b. $80,000 ^ $67,000 = $13,000 gross profit, 
5. $10,000. 

NOTE: An income tax of $3,000 is an arbitrary 
but realistic figure. In 1978 a business with a 
gross profit of $13,000 would have paid $2,600 in 
federal tax if organized as a regular corporation- 
If it had been or^nized as a small business 



Lesson 9: What Is an Adequate Profit? 

45-50 minutes ment before students are givei 

GRADE LEVEL: 9-12 . n • ^ • a . ^ 

3, Once all students understand 
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corporation the owner(s) would pay about 
$1 ,000 in federal tax. State and/or local business 
tncoroe taxes vary widely but $900 would be a 
good average estimate. 

For example, Susie may have wanted job inde* 
pendcncc, so she became boss of her own firm; 
or she thought she could make an adequate 
prtrfit or rate of return on her investment, or she 
thought she ccHild earn more income than if she 
worked for someone else and put her investment 
funds in the bank. 
Yes. 

Susie assumed risks when investing her money m 
the firm. She ccmld have lost much of her money 
if not enmigfa of her shoes were purchased or if 
Iwr estimates of costs and prices turned out to 
be inaccurate. 

$10,000 -5- $35,000 = 28.6 percent. 
8 percent. 

She is entitled to a greater return because she 
assumed more risk. Savings accounts generally 
carry a low risk, meaning there is little chance of 
losing one's money. Some students may balk at 



the high rate received on her investment in the 
firm. They should be reminded that there is no 
promise or certainty that she will do as well next 
year, and Iwyond. Furthermore in this example 
Susie had a net profit of $10,000. If she had 
earned $11,000 by working for someone else 
(the same as her employees cam) and also had 
$2,800 in savings bank interest, she could have 
earned $13,800 with far less risk. 

11. It is the amount she could have earned in her 
next best investment outlet. 

12. No. If the position held by Tom is quite compa- 
rable to that assumed by Susie, the $10,000 
"profit" could be considered as payment for 
Susie's labor, leaving nothing to represent a 
return on her investment of $3.^,000. 

13. Many factors must be considered in evaluating 
whether a profit or return on investment is 
adequate or not. Some <tf the considerations are: 
Is the return for investment or for investment 
plus labor? Is the return comparable to other 
investments of like risk? Is the return likely to 
be steady or will it fluctuate widely ft-om year to 
year? 
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Handout 9-1 



CASE STUDY: SUSIE COMFY SHOES 



Susie Comfy has a small shoe Urm that makes only one type of shoe called 
the "bare samlaL" She supervises the factory, which employs four employees 
other than herself. They produce the sandals only after receiving orders from 
retail establishments throughout the nation. 

The first year of operation of the firm has just ended. Susie invested 
$35,000, mostly for equipment necessary to make the sandals. She is the sole 
owner. She does not draw a salary from the business — her only compensa- 
tion is "accounting" profit.* 

During the year, the firm produced and sold 20,000 pairs of shoes at an 
average price of $4 per pair. 



• "Accounting" profit it larger than "economic" profit In this instance. Even though Susie did 
not pay horseif wages, part of the accounting profit must be considered as a payment for her 
own labor. 



From M*$t»r Curriculum Qum9 for ttm NMtion's Seftool$. Part II, Stntagits for Inching Bconomlct: Banc BuBlnea and Contumar 
BOiteation (Saeondaryf. 1979. Joint Council on Economic Education. 1212 Avenue of the Americas. Haw York. NY t003«. 
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Handout 9-2 



ANALYTIC QUESTIONS TO ACCOMPANY CASE STUDY: 

SUSIE COMFY SHOES 



1a. What would be the gross sales for the firm? 
b. Are the gross sales the same as the amount of profit? 
2. If the actual production costs for the shoes were: 
Salaries and fringe benefits $44,000 
Rental of the building 7,000 
Depreciation of equipment 6,000 
Utilities 2,000 
Materials for shoes 
(leather, nails, etc.) 8,000 

How much does Susie spend on each of the three factors of produc- 
tion? natural resources (raw materials), human 

resources , and capital gocHis _ 

3a What are the total expenses incurred for the production of the 20,{XX) 

pairs of shews? — ■ 

b. What is the cost to the finn for each pair of shoes? 

4a. Considering the sales and various cost figures, what is the profit before 

taxes for each pair of shoes?_ — 

b. What is the total profit for selling all 20,000 pairs of shoes? 

5. What is the net profit after business income taxes if all such taxes total 
$3,000? 

6. What are some reasons why Susie might have invested the $35,000 In 

this firm? 



7a. Did Susie assume any risks?, 
b. Explain your answer 



8. What is her after-tax rate of return on investment for the year if all 
Susie's profits are considered as a return on Investment?-, 

9. If Susie had Invested her $35,000 In a special savings account and 
received $2,800 of interest, what would her return be for the year 
before taxes? — 

1 0a. Is it fair that she gained a far better return on the Investment in her firm 

than from the savings account? 

b. Why or why not? — 

1 1 . What is the opportunity cost to Susie for having invested her money in 
the firm? — — — — - 

12. Suppose that Tom is a manager of a similarly sized shoe firm and 
makes $15,000. Also suppose that Susie lives on savings during the 
year, never drawing a salary. Consklering these facts, is Susie's return 
adequate? Explain your answer.' — 



13, When evaluating a "profit " rate, what must be considered? When Is a 
profit rate adequate? — ~ ~ — 



Ffom MBSt*r Curriculum Quidm for th9 Ntmn't School*. P«rt II. Stratoglnjor Tatehing ^j:^'^^'"'<^L^*L''S!'t7ffJ^ Consumer 
ESue^TsMfHtary). 1879, Joint Council on Economic Eduction, 1212 Avwue of the America*. YorK. NY 10036. 
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Lesson 10: Why Do Businesses Use Credit? 



TIME REQUIRED: At least two class periods, 45-50 

minutes each 

RECOMMENDED GRADE LEVEL: 

MAJOR CONCEPTS: Specialization 

Supply and demand 

Market 

Profit 

Costs of production 
Investment 

Initnictkmgl Objectives: Students will 

• Provide an example of specialization of labor; 

• Compute annual interest cost; 

• Explain why use of credit can lead to increased 
profitability; 

• Explain how consumer demand affects the supply 
of goods and services: 

• Compute the costs of production; 

• Describe the difference between a partner and an 
employee; 

• List the risks of a new business venture; 

• Describe the trade-offs for a business that uses 
credit. 

RatioMie for the Activity: Consumers often use credit 
to purchase a good or service because they do not have 
enough ready cash. Business managers often use 
credit because it can lead to their earning more profit. 
This case study shows why manners and owners 
believe the use of credit can improve profit prospects 
for their firms. 

Materials: Multiple copies of handouts 10-L iO-2, and 
10-3. 

Procedure: 

L Conduct a brief discussion as to why consumers 
use credit. Ask students why they believe busi- 
nesses use credit. List the reasons on the 
chalkboard. 

2. IVovide each student with a copy of Handout 10-1. 
Have students read the case study individually or 
in groups and answer the questions associated 
with it. Discuss the answers briefly with the class. 

3. Distribute copies of Handout 10-2 (!^ II of the 
case study). Explain that Ralph has made some 
decisions ami wants to employ a r^ent high 
school graduate who has skill in furniture refinish- 
ing* Students are to read Handout 10-2 and answer 
the questions on it. Discuss the answers briefly 
with the class. 

4. Distribute copies of Handout 10-3 (Part III of the 
case study). Explain that Ralph has a new prob- 
lem. Since he does not have enough cash to buy 
the equipment needed, he is considering getting a 



loan from a bank. Students are to read Fart III, 
and, using information generated in parts I and IL 
answer the questions about Part ill. 
5. Conclude the lesson by reviewing the objectives of 
the lesson as a focus for class discussion. 

Evaluation: 

1. Assess quality of student contributions to class 
discussion. 

2. Assess quality of student responses to case study 
questions. 



Teacher Answer Sheet to the Case Study: 
Ralph aiKi His Woudstiop 

PARTI 

1 . Because of the demands of customers and with the 
exi^tation of earning more income. 

2. Yes, that*s how an economy based on a free or 
considerably free market functions (except when 
radically new products are introduced). 

3. Ralph makes wooden chairs only. He does not, for 
example, refinish furniture, make stuffed furni- 
ture, or build tables. 

4. A partner is a part owner of the firm and shares the 
risk and profits; an employee is someone who 
receives wages in return for work. 

PART II 

1 . More space and utilities (gas, electricity, etc.) will 
be needed because two people will be working 
rather than only one, and they will need storage 
areas for refinished goods. 

2. $160 per week; $8,000 per year (50 weeks worked). 

3. 50 weeks x 40 hours a week = 2,000 hours. 

$1 ,000 for fiinge benefits divided by 2,000 hours = 
50 cents a hour. 

$4 direct salary plus 50 cents equals $4.50 an hour. 

4. Ralph needs to cover the fringe benefits of his 
employee, the extra rent, necessary materials, 
depreciation on equipment, and any other costs. 
In addition he hopes to make a profit on his new 
investment plus a return on the extra risk he has 
assumed by hiring the worker so as to be able to 
expand the business. 



PART in 



Gross wages to employee 




(50 weeks* work) 


$ 8,000 


Fringe benefits plus social security 


hOOO 


Additional utilities 


300 


Additional rent 


500 


Addttiofml materials 


2,000 


Depreciation of equipment 


1,500 


Interest on debt 


_ J750 


Total estimated expenses 


$M,050 



$ 9.50 $332.50 
X 35 X 5 0 

4750 $16,625.00 for a 50-wcck 

2850 work year 

$332.50 per week 

$16,625 total revenue estimated 
- 14.050 total expenses estimated 
$ 2,575 total estimated profit before taxes 

Ralph invested $10,000 in the chairmakins seg- 
ment trf the business. He terrowcd money from 
the bank for the refintshing equipment. Therefore, 
at the outset he did not invest any of his own 
money in the new venture. However, each year 
for five years he has, in effect, planned to invest 
$1,500. an amount equal to the repayment of the 
bank loan. Ralph will use some (rf'his profit on the 
additi(Mial venture to pay back the loan, and if all 
goes well, at the end of five years his new invest- 



ment will total $7,500, free and clear. 

5. Credit may be used in order to generate additional 
profit. Ralph estimates that he will recapture the 
repayment and the Interest expense plus some 
profit on the loan. He is making money on some- 
one else's money — the bank's and the depositors' 
at that bank (in return for which he has paid them 
interest). 

6. Assuming risk for the opfxjrtunity to gain more 
profits. 

7. Perhaps his prices will be too high for many 
customers to buy his refinishing service. He wilt 
then be stuck with the hi^er rental of the building 
plus the interest and repayment costs of the loan. 
Also, his flow of raw materials may be interrupted 
(e.g., by a shortage of wood or paint-stripping 
fluid), or the worker he has hired may work too 
slowly or bungle too many jobs. 

8. Good estimating is essential in determining 
whether one should embark on a new venture. 
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Handout 1 0-1 



CASE STUDY: RALPH AND HIS WOODSHOP--PART I 



Ralph has always enjoyed working with wood and for years has made 
furniture. Finally, he decided to start a business that produces wooden 
chairs. During the first year he made more than 1 .000 chairs, ail of them to the 
specifications of his customers. He employs no workers. He invested $10,000 
in the business. He earned approximately $15,000 for the year, after ex- 
penses. 

His customers tell him that there is a big demand for a furniture refinishing 
service, and many have asked him to do refinishing. His reply has always 
been, "I'm sorry, but t am In the business of making chairs, not of refinishing 
furniture." 

Ralph wonders whether he shoukJ fill the demand and bring a furniture 
refinisher into the business. He also wonders if he should hire someone to do 
the work or if he shoukl bring in a partner who Is a skilled furniture refinisher. 

Quetttons: 

1. Why is Ralph considering diversifying by adding a furniture refinishing 
service? 

2. Are the amounts and variety of goods and services that businesses 
produce for the marketplace generally in response to consumer de- 
mand? 

3. How does Ralph's operation show specialization of labor? 

4. What is the difference between a partner and an employee? 



ERIC 
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Handout 10-2 



CASE STUDY: RALPH AND HIS WOODSHOP— PART II 



Ralph decidtfl to add furniture refinishing to his business. He also decides 
to hire an employee rather than share ownership with a partner. Ralph 
estimates tN following annual expenses of hiring the new employee: 

Social security and fringe tsenefits for hiring an employee $1 .000 

Additional utilities needed 300 

Additional rental space needed 500 

Additional stain, shellac, samlpaper. and other materials 2.000 

Ralph estimates that he can hire a recent high school graduate for $4 an 
hour, not including social s^urity and fringe benefits. He pians to charge 
customers $8.S0 an hour for labor for the refinishing worl« done by the 
employee. Ralph will also need to purchase extra equipment for use by the 
new employee, but he is not sure what it will cost. 

Qtiesttona: 

1. Why wiit the utilities and rental space cost more? 

2. How much weeitly gross pay will the employee earn In a 40-hour work 
weei(? How much will the employee earn in a SO^eelc work year? 

3. If the employee works 50 weeks a year at 40 hours a week, what is the 
hourly cost to Ralph including fringe benefits? 

4. Why does Ralph charge the customer more for the services of his 
employee than he pays dlre^ly to that same employee? 



From nhmr Cutriwim Qukf tor th§ rhtian't Schoof, Pwt II. Strat^it for Twshlng EconomiCM: Butjc Bu^Muvid Contutw 
BOuemion (SaeomfMry), 1979. Joint Council on Economic EducstJcn. 1212 Avtnu* of th« AmtrtcM. Now YOf*. NY iww. 



44 

■j2 



Handout 1 0-3 



CASE STUDY: RALPH AND HiS WOODSHOP--PART llf 



Ralph went ahead and hired his new employee. 
He now has a new problem. He has found that the 
new furniture reflnishing equipment will cost 
$7,500. Unfortunately, Ralph does not have the 
$7,500 to buy the new equipment. He has located a 
bank that will give him a five-year $7,500 loan at 10 
percent a year. At the end of the first year, he will 



need to pay back $1 ,500 of th> loan plus a year's 
interest. Ralph estimates that his equipment 
will depreciate by $1 .S^ in the first year. Ctoprecia- 
tion is normally counted as a business expense. 
Ralph has some new questions to answer before he 
gives the bank an answer. Should Ralph borrow 
$7,500? 



QiMStkMis: 

1. What are the* total estimated annual expenses associated with hiring the 
TOW employee? Fill in the blanks: 

Gross wages to employee for 50 weeks of work 
Fringe benefits plus social security 
Additional utilities 
Additional rental 
Additional materials 
Depreciation of equipment 
Interest on debt 
Total 

2. Ralph estimates that he will be able to charge his customers $9.50 for 
labor for 35 of the 40 hours that his new employee works per week. The 
otfwr fi\« hours will be devote to coffee breaks, cleaning up the shop, 
doing some clerical chores, giving estimates for work, and other odd 
jobs. If Ralph's estimates are correct, how much revenue will be gener- 
ated by his new employee for a 50-week work year? 

3. How much profit will Ralph make on this new refinishing venture if his 
estimates are correct? 

4. How much did Ralph plan on in>«sting of his own money in this new 
venture? 

5. What does this show about why businesses use credit? 

6. What is the trade^iff Ralph makes by using credit for this new venture? 

7. What risks is Ralph assuming? Explain how his estimates could 
wrong. 

8. Why do you think a business manager such as Ralph should make all of 
these cost estimates before plunging into a new venture? 
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Lesson 11: Some Factors in Corporate Investment Decisions 



TIME REQUIRED: 45--S0 minutes or one class period 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Investment choice 

Profit maximization 

Short-run 

Long-run 
Capital goods 

RELATED CONCEPTS: Opportunity cost 

Rate of return 
Interest 
Taxation 
Risk 

IitttnictioiuU Objective: Students wili 

• Define the terms investment and capital goiKls. 

• Tell why some firms may tend to prefer short-run 
profits rather than long-run profits derived from 
investment in new capital goods. 

Rattaoftie for the Activity: Cor|K)rate executives con- 
stantly make decisions as fo whether they should 
invest in new plant and equipment. Investment deci- 
sions are based on the expectation of earning a profit 
on the financial resources invested in physical capital 
(plant and equipment). The profit must be large enough 
for the film to be able to continue production at an 
adequate profit in the long run. Every investment and 
other business decision is made in terms of selecting 
the most profitable opportunities available at that time. 
This activity illustrates that sometimes the trade-off is 
between short- and long-run profit goals. Such trade- 
offs may involve differences between the goals of top 
management officials and lower management. 

Materials: 

1. Newspaper article from the Wail Street Journal 
(Handout 1 1-1)— one copy for each student. 
NOTE: This newspaper article describes the in- 
vestment climate as of June 1977. The climate may 
not be the same when this lesson is taught. If the 
investment climate is different, the lesson should 
be suitably modified or else thc^ new climate can be 
contrasted with that prevailing in mid- 1 977. 

2. Multiple copies of Handout 1 1-2. 

Procedure: 

I. Provide each student with a copy of Handout 11-1 
and have them read the article. You may wish to 
prepare a glossary of words in the article that may 
cause your particular group of students difficulty. 



2. When students have completed a first reading of 
the article, give them Handout 1 1-2 and ask them 
to write down answers to the questions. 

3* Focus class discussion on the questions asked. 

Evaluatioa: Assess quality of student responses to 
questions on Handout 11*2. 



Teachtf Answer Sheet for Handout 11-2 

1 . Uncertainties about the future seem to have led to 
greater reluctance to make ioi^-term investment 
commitments. An important reason for this reluc- 
tance is that bonuses, promotions, and even the 
survival of managers of the company are impor- 
tantly governed by the rate of return on assets. 
Since making long-term investments tends to de- 
press that mte of return until the new facilities go 
into production, in times of uncertainty there is 
greater than the usual reluctance to lower short- 
term returns in order to raise returns in the future. 

2. When coriK)rations invest large sums in new plant 
and equipment, hoping for future profits, the pres- 
ent rate of return on capital may be lower because 
of the added capital investment even thcnigh the 
amount of profit is the same or even a little 
higher. Therefore, an emphasis on **fast profits'' 
(a high rate of return right now) wilt mean a 
reluctance to add to capital spending. 

3. If this behavior Incomes widespread economists 
fear that economic growth will be retarded be- 
cause of lack of enough investment in new or more 
efficient machines. 

4. Chief executives place more importance on long- 
term growth. They may be willing to take risks by 
making long-term investments in new plant and 
equipment. They expect these investments to give 
the firm high rates of profit in the future and are 
therefore willing to live with a lower rate of return 
in the short run. Below the top echelon, managers 
place more store on obtaining bonuses and promo- 
tions based on high current rates of return, and 
they therefore may be more reluctant to take the 
risk of making long-term investments. They would 
rather spend more on activities that promise to 
return a quick short-term profit, such as advertis- 
ing or improving a company*s marketing methods. 
If the laUer types of spending work, profits will go 
up soon and thus quickly lead to higher salaries 
and bonuses for managers. 
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Handout 11-1 



Avoiding Risks 

STRESS ON FAST PROFITS CALLED A KEY DETERRENT 

TO CAPITAL SPENDING 

Economists Say Companies Overdo Return on Assets. 
Measure Executives by It 
Licking Chops Over Bonuses 

By Ralph E. Winter 
Staff Reporter of The Wall Street Journal 



The chief executive looks down the long table at 
a dozen vice prer'dents and other top officials of 
his billion-dollar company. 

"I've been telling you people that we should be 
investing more in new plants," he says. "With 
prices going up the way they are, it will cost us a lot 
more later when we do build." 

Like many other major companies, this big 
industrial-products concern has made return on 
assets empi^tved the major yardsticlc in measuring 
corporate progress and executive performance. 
Bonuses, promotions, and even an executiNfe's sur- 
vival in the company have been tied to achieving a 
high profit percentage on the capital employed in 
his particular part of the business. Understandably, 
executives from division heads up to presidents 
have become reluctant to make big capital outlays 
for fear of reducing, at least temporarily, that key 
percentage. 

A Brake on Spending? 

Some businessmen, bankers and economists 
think this emphasis on return on investment is one 
reason why corporate capital spending has been so 
slow to recover after the 1974-75 recession. Last 
^ar, for instance, capital spending by corporations 
rose only about 6.8%, little more than the rate of 
inflation. By contrast consumer spending last year 
jumped about 11%. 

This spending caution has been an important 
factor in delaying a complete recovery from the 
recession, many economists say. The economy 
appears to be picking up nicely now, and there are 
indications that capital spending finally is rising 
more rapkiiy too. Estimates for 1977 outlays range 



from about $135 billion to more than $140 billion, 
up from 1976's $120.5 billion. 

But when the Commerce Department this week 
projected 1977 capital spending at $135.34 billion, 
a government economist observed that "business 
investment simply isn't as strong as we would like." 

Capital-goods producers say there is still a great 
deal of caution about launching major new plants 
or even targe expansions. Much of the current 
outlay is for modernization and cost reduction, or 
to meet environmental requirements, with some 
modest capacity expansion frequently involved. 

Regulatory Uncertainties 

Corporate executives say concern about return 
on investment has been heightened by frequent 
changes in government regulations and inflated 
plant-and-machlnery costs. 

"Many executives are still willing to take business 
risks," says Arthur W. Harrigan, executive vice 
president, finance, of international Paper Co. "But 
a lot of the uncertainty currently is politically 
erected, whether about tax credits or environmen- 
tal controls. Businessmen aren't as confident about 
taking political risks." 

Another reason why the paper industry is "mak- 
ing haste more slowly" in expansions, Mr. Harrigan 
says, is th.it the much larger amounts of capital 
required for a major expansion have greatly in- 
creased the risk. 

Some economists and businessmen think capital 
outlays will continue to be relatively conservative 
unless there is a change in corporate philosophy 
They worry that a whole generation of executives 
may be developing an excessive pieoccupation 



R«pfifn«d by permiMion of th« Wtll Street Journal, (c) Dow Jones & Company, Inc. (1977). All Rights Reserved. 



with managing present assets for maximum return, 
and have become unwilling to take risks needed for 
growth. The uftlmate result could be slower long- 
term economic growth, capacity shortages and 
more persistent unemployment. 



Steel Companies Hold Back 

A capacity pinch could show up in basic steel 
during the next decile, for instance, because of 
reluctance of steel companies to invest in major 
expansions, some steel users say. Steel producers 
looking at their return on assets invested in steel 
plants don't like what they see, and hence aren't 
pouring in the massive sums needed for new 
ptanUt. 

Armco Steel Corp. will add capacity to produce 
electrical steels, a specialty product, but "we don't 
anticipate adding to our other steelmaking facilities 
until such time as steel products are again profit- 
able," says William Verity, chainnan. National Steel 
Corp. has repeatedly postponed start of construc- 
tion of a $700 million raw-steel racility because 
profit on existing steel operations isn't deemed to 
be high enough. 

Obviously, expansion that is recklessly aggres- 
sive can be worse than preoccupation with return 
on investment. Almost everyone agrees that initially 
tlw concentration on earning maximum return on 
assets was a healthy change at many companies, in 
many cor^rations during the late l^te and early 
1970s, the emphasis was on growth in sales, and 
executives assumed that higher earnings wouki 
follow. 

It eventually became clear that the profit assump- 
tion wasn't necessarily sound. Companies were 
making many products that were only marginally 
profitable, hoping that markets would strengthen 
eventually. Corporate debt rose ominously as com- 
panies built new facilities land increased inventories 
to support big sales increases. 



When top management began demanding better 
profits on each dollar invested in the business, 
marginal divisions and unprofitable products were 
pared away, prices were boosted on low-earning 
items, inventories were slashed and receivables 
were pKJiiced more rigorously. Capital spending 
was rationed more carefully. 

Recently, though, some company officials have 
begun to worry that the retum-on-investment con- 
cept has been pushed too hard. Emphasis on the 
m'-st profitable product lines and overcautiousness 
about outlays on new ventures, these critics say, 
can severely limit a company's future. 

The problem, from the viewpoint of a division 
manager, is that investment in new projects or new 
plant and equipment frequently doesn't produce a 
significant return for several years— if ever. The 
manager fears that his reputation will be seriously 
damaged by several years of lower returns on assets 
if there is any delay in getting the new operation up 
to satisfacto.y profitability. Meanwhile, too, the 
manager and his associates will receive lower bo- 
nuses while waiting for the new venture to pay off. 



Taking Fewer Chances 

'You get the feeling that the reward for success- 
ful expansion isn't worth the risk of failing to 
produce an adequate return," says one corporate 
group vice president, "if top management wants a 
good return on investment above all else, that's 
what they'll get. But people at my level are going to 
take fewer chances." 

"You can build yourself a trap if you put too 
much emphasis on return on Investment," says 
Joseph T. Bailey, chairman and chief executive of 
Warner & Swasey Co., a producer of machine tools, 
construction equipment and textile machinery. It is 
difficult, he adds, to operate an incentive program 
based on return on investment without having 
people hold down assets employed, instead of 
making needed long-term investment. 
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Handout 1 1 -2 

WILL CORPORATIONS INVEST? 



1. How does uncertainty about the future seem to have influenced corpo- 
rate investment decisions? 



2. Why will emphasis on "fast profits" tend to reduce corporate capital 
spending? 



3, Why were some economists worried that "a whole generation of business 
executives may be developing an excessive preoccupation with manag- 
ing present assets for maximum return"? 



4. According to the article, how do the goals of corporate chief executives 
sometimes differ from the goals of middle managers and other salaried 
employees? 



NAME DATE 



From Mut»r Currieulum Ould» tor tht Nation'B Schools, Part H, Strategies lor Tasching Economics: Basic Businass arid Consumer 
eduemion (Secondary), 1979. Joint Council on Economic Education. 1212 Avenue of the Americas. New York, NY 10(B6. 
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Lesson 12: Market Simulation — The Big Apple 



TIME REQUIRED: Two or more class periods 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Supply 

Demand 
Market price 
Competitive maricets 

RELATED CONCEPTS: Graphs 

Profit 
Inflation 

Equilibrium price 

Instructional Objectives: Students will 

• Experience what it is like to be buyers and sellers 
in a competitive marketplace; 

• Make generalizations about and discuss the nature 
of the competitive marketplace; 

• Observe that prices tend to move toward equilib- 
rium in a competitive marketplace: 

• Describe how supply and demand influence prices; 

• Construct a bar graph. 

Rfltkmale fcM- the Activity: The game is designed to 
convey to students the ex|^rience of buying and 
selling in a competitive market. Although most prod- 
uct and service markets are not as competitive as the 
apple market used in this activity* students can begin 
to understand how prices are generally determined in 
any market. Understanding how the forces of supply 
ami demand generate market prices will help students 
explain why some products have relatively high prices 
and others have relatively low prices. 

Materials: 

1. Informational chart (Handout 12-1). 

2. 36 buyer and 36 seller cards (see Figure 12-1 for 
instructions). 

3. Individual score sheets — two per student (Hand- 
out 12^2). 

4. Big Apple classroom transaction record sheet — 
one per class (see Figure 12-2 for instructions). 
Reproduce on chalkboard. 

5. Bar graph worksheets— one per student (Handout 
12-3). 

6. This activity requires a class of at least 25 students 
to be effective. Up to 50 or 60 students may be 
involved if the room is large enough. 

Frocedure for Rounds 1, 2, and 3: 

1. Clear center of room and designate it as the 
marketplace. 



2. Select one student to be keeper of the Big Apple 
cards (Figure 12-1). 

3. Select one student to record all transactions on 
the Big Apple classroom transaction record 
(Figure 12-2). We recommend that you reproduce 
the record sheet on the board for everyone to 
see. 

4. Divide class into two equal groups. One group 
will be sellers; one group, buyers. Explain 
that buyers will be buyers throughout the game, 
and sellers will be sellers throu^out the game. 
Explain that when a seller finds a buyer and 
agrees on a price, the seller goes to the Big Apple 
Market tally sheet and records the deal. Then 
both the seller and buyer get new cards from the 
keeper of the Big Apple cards and re-enter the 
marketplace. (It is a good idea to have the keeper 
of the cards located in the same part of the 
classroom where the Apple Market tally sheet is 
located*) 

5. Explain that buyers and sellers can buy/sell in 
multiples of $5.00 and $10.00 only. 

6. Hand out individual tally sheets (Handout 12-2) 
and request that each participant record his or 
her transactions as they are made. Review details 
on the tally sheet if necessary. 

7. Explain that the goal of both buyers and sellers is 
to make a profit. 

8. Explain that you will conduct three rounds of 
trading sessions of 10 minutes each. Announce 
to the students when one minute remains in 
each round. (Trading time may be reduced to 
accommodate short class periods so long as each 
round runs for the same length of time.) 

9. After each trading round, allow students time to 
figure their net losses or ^ins. 

10. Encour^e students to make as many deals as 
they can in the time permitted. Explain that it is 
permissible to take a loss in order to get a new 
Big Apple transaction card. Try not to give away 
the fact that the students who will have the 
highest profits are usually those who engage in 
the most transactions. This fact will be * 'dis- 
covered'' during the discussion following com- 
pletion of the game (Procedure 12). 

11. During nontrading time between round 1 and 
round 2, direct students' attention lo the market 
record on the Big Apple classroom transaction 
record. Say that it contains useful information for 
them. Do not elaborate. 

12. Conduct postgame discussion: 

a. What is the price the apples are most fre- 



♦ The Bis Apple Game is reproduced with some minor editorial changes from in the Marketplac e: A Basic Unit on the American Eamomic 
System, by permisskHi, Office erf the Superintendent of Public Instruction. State of Washington. Olympia. Washingtcwi %504 (1976). Some 
ideas rdlected in this activity were gcnenited by using the Eamomu s in Sm-iety Staff Training Kit by Suzanne Wiggins Hellnim and James E. 
ttevis (Reading. Mass.: Addison- Wesley Publishing Company. 1976). 



50 



quently sold at in Round 1? Round 2? Round 
3? (Examine data,) 

b. In which rcHind was there the greatest spread 
in price? (Examine data.) 

Q. Why did the prices become more clustered? 
(Answer: Increasing competition is the most 
important cause for the clustering of prices. 
This phenomenon represents the tendency of 
a competitive market to move toward an 
equilibrium price.) 

d. Who determined the '•market price" for ap- 
ples, buyers or sellers? (Answer: Both 
buyers and sellers intemcting in the mar- 
ketplace.) 

e* How did supply and demand (sellers and 
buyers) influence price? (Answer: Sellers 
tried to get higher prices, buyers tried to get 
tower prices. Because there was competition 
among members of each group no one had 
control over the price.) 

f. Why were some students able to make more 
total profits than others? (Probable answer: 
They were able to conclude many transac- 
tions, each of which yielded a small profit.) 

Procedure for Round 4 (seomd day): 

1. This round is identical to the first day's play 
except that the number of seller cards of each 
denomination used in the game is cut in half. Also, 
deals must take p^ace within five minutes. 

2. Allow time to record gains/losses. 

3. Postgame discussion: 

a. Did prices go up or down? (They should have 
gone up.) 

b. Why did the prices change as they did? 

c. Can the students relate this price change to 
price behavior in the national economy? 

Procedure for Round 5: 

1 . Put in as many seller cards as in first three rounds 
but cut the number of buyer cards of each denomi- 
nation in half and follow the same directions as in 
Round 4. 



2. Deals must take place in 5 minutes, 

3. Allow time to record gains/losses. 

4. Postgame discussion (may require a third class 
periol): 

a. Did prices go up or down durif^ Round 5? 
(They should have gone down*) 

b* Does this suggest a methcKl of reducing infla- 
tion? How might it accomplished? What 
negative effects could occur using this 
method? (Answer: Loss of jobs; loss of in- 
come for business.) 

c. Have students graph market deals for rounds 
3. 4. and 5. and write generalisations about 
what the graphs show (use Handout 12-3). 
NOTE: Compare market record sheet for all 
three versions of the Big Apple Market Game 
as you hold discussion. 

d. Review answers to worksheet questions: 

(1) Price equilibrium (price at which most 
transactions take place) occurs between 
$50-$65. 

(2) Equilibrium price tends to go up when an 
item in demand is scarce, as in Round 4 
(fewer sellers relative to buyers). 

(3) Equilibrium price tends to drop when an 
item is in oversupply, as in Round S (fewer 
buyers relative to sellers). 

The class is now ready to discuss external 
forces (monopoly power, government regula- 
tions) on the competitive market. A question 
to consider overnight could well be: How does 
the apple market used in this game differ from 
markets in the real world? 

Evaluation: 

1. Assess quality of student response to postgame 
questions. Try to avoid grading based upon the 
amount of profit each student earned. 

2. Optional: Use the overnight thought question- 
How does the apple market used in this game 
differ from markets in the real world?-^s a writ- 
ten assignment instead of as a focus for oral 
discussion. 
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Figure 12-1 
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Figure 1 2-2 

BIG APPLE CLASSROOM TRANSACTION RECORD 

(reproduce on chalkboard) 
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Djfffitions for Recorder: place "hash marks" (e.g.,1tH) beside the agreed-upon price when the seller reports it to you. Only one hash mark should 
u 4>e recorded for each transaction. 



Handout 12-1 
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Qur&iS i S£LL£^ AT THf NA^I^grPLACe OMMOPfTIEJ /D MAf:^ PEALS \H APpLfS. 

quesnohf: how MUQI does a bin of- APPL£5 U)ei6H 1.000 It^ . if you OOUtp SgLLTI^g APR£5 
R#. igf A IV. HOW MUOt WOULP you iF^oU TT+rHK TWC /VNSlOeR IS ♦id><?.a>, YOi^'RC g.&APf 



From lt\ the M»rMpl»cB: A Basic Unit on the American Economic System , Office of the S uperintendent of Public Instruction, State of Waahinpton. Olympla, Washinoton {1 976) 
RaprlnM. witti modifications, by permission. 
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Handout 12-2 



INDIVIDUAL SCORE SHEET— BIG APPLE 

CIreleOne: BUYER SELLER NAME 

Dir9Ctions: For tach trinsactlon. when you get a card enter the price In column II. After you make a 
transaction, record the price In column III of the same row. You tally the gains, losses, and totals at the end of 
the game. Tally your losses and gains by taking the difference between your transaction price and the price 
on your card for each transaction. For example, if a seller sells at a price higher than the price on his card, he 
makes a gain; if lower, he takes a loss, if a buyer buys at a tower price than his card price, he makes a gain; if 
higher, he takes a loss, ignore the break-evens. Total up your gains and losses and mark them in the 
appropriate places at the bottom. Your net gain or loss is the difference between the sum of the gains and 
the sum of the losses. Indicate where rounds 1. 2. and 3 ended by a mark. 



Transaction 
Number 

(1) 


Price on 
Your Card 

(11) 


Transaction 
Price 

(Ml) 


Gains 

(IV) 


1 

Losses 

(V) 


1 

1 










9 










3 










4 










5 










6 










7 










8 










9 










10 










11 










12 










13 










14 










15 










16 










17 










18 










19 










20 











Total number of Total gain Total loss - - Net QairJLoss 

transactions (Circle one) 
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Handout 1 2-3 



BAR GRAPH WORKSHEET: THE BIG APPLE 



DiRECTfONS: Transiate informition from the classroom tally sheet into bar 
graph form. (Note: This is a horizontal bar chart.) 



$100 

95 
90 
85 
80 
75 
70 
65 
60 
55 
50 
45 
40 
35 
30 
25 
20 
15 
10 
5 



2 4 6 8 1012 14 16 18 20 

Transactions, 
at Each Price 

Round 
3 



2 4 6 8 1012 141618 20 

Transactions 
at Each Price 

Round 
4 



2 4 6 8 101214 16 1820 

Transactions 
at Each Price 

Rouna 
5 



QUESTIONS: 

1. At what price did most transactions tal^e place? Round 3? Round 4? 
Round 5? 

2. What effects do changes in supply and demand have on price? 




From Ma$t»r Currieulum Qufda tor th9 Nttion'$ School$, Part fi, Stnt»gi99 tor Tvaching Economla: Ba$ic Butinaaa and Consumar 
Educ*tJon (Si^ondary), 1979. Joint Couneit on Economic Education, 1212 Av«nu« of th« Amaricaa, Naw York, NY 10036. 
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Lesson 13: An Evaluation of Income Tax Provisions 



TIME REQUIRED: minutes 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Opportunity costs 

Trade-offs 

Redistribution of income 

RELATED CONCEPTS: Income distribution 

Fiscal policy 

Imtructiooal Objectives: Students will 

• Establish priorities among seven tax proposals; 

• Justify their priorities by explaining the benefit of 
each of the seven tax advantages and their relative 
importance. 

Ritiorale for tlie Activity: Proponents of income tax 
reform argue that the basic tax rate paid by all tax- 
payers could be lowered if fewer tax advantages such 
as special exemptions and deductions were allowed. 
However, individuals who benefit from a particular tax 
advant^ usually resist its elimination even while they 
advocate closing other tax "loopholes.** Furthermore, 
most tax advantages are designed to accomplish some 
social or economic goals regarded as desirable. It 
seems to be the case that the number of tax advantages 
can only be reduced by deciding that some goals are 
more important than others and that the less important 
goals must be sacrificed. 

Matalals: 

1. A copy of Handout 13-1 for each student, 

2. Seven sheets of paper marked A through G in large 
letters. 

Procedure: 

1. Give each student a copy of Handout 13-1. The 
students read the case study and then rank the 
items according to the instructions given. 

2. Tape the seven numbered pieces of paper to the 
wall or place them in widely separated places on 
the floor. Once students have completed their 
rankings « ask them to stand by the letter of the item 



that each ranked first. Then ask sevcml students to 
explain why they ranked that item first. Additional 
discussion can be generated by asking questions 
such as the following: 

a. If the provision you ranked first is adopted . 
how will it influence the distribution of in- 
come? 

b. What is the opportunity cost associated with 
your ranking if only one of the provisions can 
be adopted? 

c. What are some of the trade-offs you used in 
deciding which items have priority over 
others? 

3 . You can repeat the process described in procedure 
2 by asking students to stand by their lowest 
priority item. Adjust the follow-up questions ac- 
cordingly. 

4. An alternative sorting of priorities can be arranged 
by using the numbers to represent ranks rathtr 
than tax provisions. Using the same priorities that 
were generated in prcKcdure 1, select one tax 
provision such as provision E« and ask students to 
stand by the rank which they gave that tax provi- 
sion. With the new sorting, ask students to reflect 
on how the group feels about the priority of that 
tax provision. 

5. When the students are back in their seats, give 
them a chance to change their rankings if their 
opinions have changed as a result of the discus- 
sion. Clarify with students the criteria with which 
they established priorities. Some students will 
have used personal goals, others may have used 
national goals, and still others may have priorities 
according to the values of special-interest groups. 

Evaluation: 

1. Assess quality of student contribution to class 
discussion. 

2. Ask students to write down at least one reason 
why each of the seven propositions could be 
considered a good law and one reason why each of 
the same seven propositions could be considered a 
bad law. 
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Handout 1 3-1 



CASE STUDY— THE FEDERAL TAX POLICY 
COMMISSIONER'S DECISION 



It is the policy of the United States government (and of other tax Jurisdic- 
tions) to allow certain categories of taxpayers to reduce the amount of 
income tax they must pay in order to give them help with special problems or 
to encourage them to engage in certain activities. Below are listed several tax 
advantages. Some are in effect; others have been proposed. The use of each 
of such tax wlvantages either reduces the amount of money that the f^eral 
government receives or makes it necessary for other taxpayers to pay more 
than they otherwise would. You have just been appointed to serve on a tax 
policy commission. As a commissioner you must evaluate seven proposals. In 
judging, you will try to decide what the government accomplishes by allowing 
taxpayers in each category to reduce the amount of taxes they pay. The 
commission chairperson has asi«ed each commissioner to rank the proposals 
in order of their importance. You will soon be asked to explain your rankings. 

A. A provision that homeowners may deduct from their taxable income the 
money they pay for local property taxes and the interest they pay on 
their home mortgages. 

B. A provision that parents receive an exemption of $1 ,000 for each child 
they support. 

C. A provision that enables parents with children in college to pay less in 
taxes to help offset tuition costs. 

0. A provision that ail parents whose jobs make it necessary for them to 
pay for child care while they are at work pay less in taxes. 

E. A provision that people over the age of 65 take an extra personal exemp- 
tion from their gross incomes and thereby pay less in income taxes. 

F. A provision that a married couple whose income is less than $8,000 a 
year and who have at least one dependent need not pay any income 
taxes. 

G. A provision that corporations and other businesses pay less in income 
taxes if they invest money in new plants or equipment in locations 
where unemployment is high. 

By placing the appropriate number in the space provided, rank the tax provi- 
sions listed above in order of their importance to you. 

Rank Tax Provision 

MOST IMPORTANT 1 

2 

3 

4 

5 

8 

LEAST IMPORTANT 7 



From MMfsr Curriculum Quitie tor tha Nation's Schools. Part II, Stmtegiaa for Teaching Economica: Basic Businass and Consumar 
ettucaiton (Saeondary). i97d. Joint Council on Economic Education. 1212 Avenue of the Americas, New York, NY 10036. 
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Lesson 14: Government Regulation: 
Effects on Business Decisions 



TIME REQUIRED: Two class periods. 45-50 min- 

utes each 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Government regulation 

Trade-offs 
Supply and demand 
Cost 



Evalisatimi: 

1 . Assess quality of student contributions to group 
and class discussion. 

2. Assess quality of student answers to questions 
accompanying the case studies. 

3. OPTIONAL: Use Handout 14-2 as an examination 
rather than as a stimulus and guide to class discus- 
sion. 



lastnictSoiial Objectives: Students will 

• Describe how government regulation affects the 
workings of the market for various goods; 

• Know the reasons commonly given for government 
regulation; 

• Recognize the effects government regulation has 
on business and consumer decision-making; 

• Recognize that various individuals and groups have 
differing values or interests which prompt different 
reactions to government regulation; 

• List trade-offs associated with government regula- 
tion. 

Ratkmale for tlie Activity: Government intervention 
and regulation are often viewed primarily from the 
standpoint of the consumer. To broaden perspective, 
the following case studies focus on some of the effects 
of government regulation on business. 

Materials: One copy of handouts 14-1 and 14-2 for each 
student. 

Procedure: 

1 . To start students thinking about government regu- 
lation, pose the following questions for discussion: 

a. What is government regulation? 

b. What are some examples of government regu- 
lation? 

c. Is government regulation necessary? 

d. Do you feel government regulation is by and 
targe beneficial or is it harmful? 

2. Provide each student with a copy of Handout 14- 1 . 
Divide the class into small groups and give each 
group 15 minutes to complete the questions. 
Leave enough time for 15-20 mmutes of class 
discussion. One person from each group might be 
asked to give an oral summary of the answers 
generated by his/her group. 

3. On the second day, provide each student with a 
copy of Handout 14-2 and repeat procedure 2. 
Th. case may also be used as a one-night 
homework assignment, leaving more time for class 
discussion on the second day. 



Teacher Answer Sheet to the Case Study: SUnky 
^wpwear (Handout 14-1) 

a. TTiere seemed to be sufficient demand to make the 
production and sale of sleepwear of Xlon highly 
profitable. Prospective profits were probably so 
attractive that the company invested heavily in 
specisJ machinery to make sleepwear from Xlon. 

b. In the short run, profits would fall because the 
banned garments that have already been produced 
by the company cannot be sold in the domestic 
market. The amount of profits lost will depend on 
the number of garments already produced but not 
sold. It would take time for the company to shift to 
other fabrics. Meanwhile, competitors may take 
customers away. 

c. The competitors will increase their sales and prob- 
ably increase their production too. Consumers of 
Slinky Sleepwear products, would now be the 
competitors' prospective customers* 

d. The protection of consumers was traded for lower 
profits in the short term for firms manufacturing the 
banned sleepwear. Since Xlon was the least expen- 
sive cloth for sleepwear, some consumers will pay 
higher prices for sleepwear in the future. 

e. The decisions made by managers will depend on the 
circumstances. If all sleepwear manufactured by 
the company were made out of the flammable 
fabric, the loss incurred might be too much for the 
company to sustain and thus result in a dissolution 
of the business. If the company's production of 
sleepwear is quite diversified, it might just drop the 
banned products and continue the manufacture of 
the others. The company could introduce a ne v line 
of sleepwear to replace the banned one or start 
manufacturing an entirely new line of products 
such as women's blouses, underwear, etc. 

f. Prices for sleepwear are likely to rise. How much 
depends upon the supply and demand conditions 
of the sleepwear market as well as on how much 
more the materials that can be substituted for 
Xlon cost. 

g. The ban could result in some local unemployment 
if the Slinky Sleepwear Company closes down. 
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Employment in competitors' factories may 
increase. 

h. Answers will vary depending on student values. 

i. Answers will vary depending on student values. 



Teacher Answer Sheet to the Dise Study: 
Sturdy Steel (Handout 14-2) 

a. EPA*s requirement that Sturdy Steel install new 
equipment to end or reduce air pollution will cost 
money but will not increase* the plant's steel out- 
put. The added costs might make the plant*s steel 
so costly that, at prevailing prices, the sale of 
this steel would not return a sufficient profit or 
might even cause the plant to lose money. 

b. The total costs of production would increase un- 
less some otl^r costs in the plant ccHild be reduced 
to offset those associated with the new equipment. 
Profits might also decrease because of the higher 
costs of production. Much of what happens de- 
pemls on the profit situation of the firm if the new 
equipment is {HU'chased ami on how hi^ the 
profits of the Sturdy Steel Company were before- 
hand compared to those of other steel comfmnies. 
If a number of steel plants or companies install 
similar equipment, the market price of steel might 
welt go up. 

c. The increase would probably be p^ss^ on, re- 
sulting in a higher price t^ on automobiles. It 
nught not be passed on if the manufacturers of 
cars and automobile dealers compensate for the 
increase by finding ways to make their operations 
more efficient. If auto prices rise, the purchasing 
power of the buyers to purchase other goods will 
tend to be reduced. 

d. Cleaner air for residents at the possible cost of a 
decreased number of jobs in the community. In 
some cases the same people who will benefit from 



the clean air will lose a job. People who work in 
another city but live in Alwood may ^n clean air 
without paying the costs of a job loss. 

e. If the plant closes down, the resulting unemploy* 
ment will reduce the demand for goods and 
services at retail stores. Some people will leave 
town in order to find jobs elsewhere. The profit 
outlook for the retailers could therefore he bleak. 
That is why some retailers might oppose the 
ruling. 

f. The doctor is looking at the situation from a health 
standpoint ar:l approves the ruling because he 
hopes it will improve the community*s health. 
Studies have proved that individuals who live 
in communities with considerable air pollution 
generally suffer more health problems— especially 
skin and lung diseases — than individuals living 
in less polluted environments. Thus, the doctor is 
concerned about the general welfare of the com- 
munity and not his or her own income position. 
It is conceivable that the doctor would lose 
patients if the plant closes or if the equipment is 
installed and fewer people become ill. but the 
effect on the doctor's income would be relatively 
small. 

g. The consumer pays higher prices for goods in 
order to enjoy cleaner air. 

h. Because then businesses would be tempted to 
move to a state where antipollution requirements 
are less strict. Such a situation could result in a 
poor use of scarce resources. If the buildings and 
equipment that are ld% behind are not used by 
any other enterprise, resources that could still 
be productive will stand idle. In addition, busi- 
ness owners who move may produce in plants that 
contribute to air pollution in the new community. 
The result might be little or no reduction in the 
nation's total air pollution due to steel making. 

t. Answers will vary depending on student values, 
j. Answers will vary depending on student values. 
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Handout 14-1 



CASE STUDY: SLINKY SLEEPWEAR 



NEWSFLASH: THE CONSUMER PRODUCT SAFETY COMMISSION HAS 
JUST BANNED THE SALE OF SLEEPWEAR MADE OUT OF XLON. XLON IS 
THE MIRACLE FABRIC THAT CONSUMERS HAVE FOUND MUCH TO THEIR 
LIKING. IT NOT ONLY FEELS SOFT, IT CLEANS EASILY AND COSTS MUCH 
LESS THAN OTHER FABRICS. THERE HAVE BEEN SEVERAL REPORTS OF 
INDIVIDUALS WHO WERE BURNED, SOMETIMES FATALLY. WHILE WEAR- 
ING SLEEPWEAR GARMENTS MADE WiTH XLON. THE CAUSE WAS USU- 
ALLY HOT ASHES FROM CIGARETTES, TESTS HAVE SHOWN THAT XLON IS 
HIGHLY FLAMMABLE WHEN PRODUCED AS A SHEER FABRIC BUT WILL 
NOT BURN EASILY IF MADE INTO THICK CLOTH. 

THE SLINKY SLEEPWEAR COMPANY. WHOSE MAIN PLANT IS IN DROWSY. 
ARIZONA, IS THE LEADING MANUFACTURER OF SLEEPWEAR USING THIS 
FLAMMABLE MATERIAL. COMPANY OFFICIALS ARE CONCERNED ABOUT 
THE IMPACT ON BUSINESS. IT WAS REPORTED THAT MILLIONS OF 
DOLLARS HAVE BEEN INVESTED BY THE COMPANY TO DEVELOP THE 
XLON FORMULA. 

Questions: 

a. What probably prompted the Slinky $leepwear Company to manufacture 
Xlon sleepwear in the first place? 

b. What is likely to happen to the profit picture for the Slinky Sleepwear 
Company in the immediate future? 

c. How will the Slinky Sleepwear Company's competitors react to the news? 

d. Who will benefit from the commission's ruling? Who will pay the costs? 
(In other words, what are the trade-offs?) 

e. What decisions will the business manager(s) of Slinky Sleepwear have to 
make as a result of the ruling? 

f. How might the ban affect prices for sleepwear? 

g. How might the ban affect employment? 

h. If you were a manager of Slinky Sleepwear Company would you support 
the ban on Xlon? Explain your answer. 

i. If you were a consumer of Xlon sleepwear. would you support the ban? 
Explain your answer. 



From lUmfr Curriculum auKl9 for th9 N»tion'$ Schooi$, Ptrt il, Str»fgltt for Twitting Eeonomic$: B»$ic Bu$ir>»$$ and Conwmtr 
EducMtion (SmsondMry). 1979. Joint Council on Economic Education, 1212 Avsnu* of the Americn, N«w York, NY 10036. 
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Handout 1 4-2 



CASE STUDY: STURDY STEEL 

inttructiont: Read the foiiowing news briefs and headlines and then answer 
the qi^stions that foltow. 

Afwood Blabber, April 6 

News item: The Environmental Protection Agency ruled that the Sturdy Steel 
plant in Aiwood must install new equipment to cut drastically the air pollution 
caused by its furnaces. The estimated cost is $3 million. The new equipment 
must be installed within three years or the company will be penalized for 
noncompliance. The Aiwood plant has 3,000 employes. 

Alwobd Blabber, April 7 

Sturdy Steel Company Executives May Close Aiwood Plant 

Aiwood Blabber, April 8 

Aiwood ReteHort Upset Bocaute Shirdy Stool Plant May Close 

Aiwood Blabber, April 9 

Local Doctor Endoraos EPA Ruling as Health Measure 
Quostlona: 

a Why might the Sturdy Steel Company cio^ its Aiwood plant? 

b. More specifically, if the company installs the equipment, what would be 
the effect on costs and prices? 

c. What effect might an increase in the price of steel have on the price of 
automobiles to the consumer? What would this do to the purchasing 
power of the individuals? 

d. What is the trade-off to the community if the company does close the 
plant? Who gains? Who loses? 

e. Why are retailers in Aiwood upset over the possible closing? 

f. One of the doctors indicates that the ruling is a good one. Why do you 
thinl« the doctor feels this way? Why might the doctor not agree with re- 
tailers about the wisdom of this ruling? 

g. What is the trade-off for the consumer if steel prices are increased in 
the wake of EPA rulings like the one in this case? 

h. Why must the federal government enforce pollution control? Why can't a 
state government enforce antipollution measures as well as the federal 
government can? 

i. If you were a manager of the Sturdy Steel Company, would you support 
the Environmental Protection Agency ruling? Explain your answer. 

j. If you were a consumer living in Aiwood, would you support the EPA 
ruling? Explain your answer. 



From MMfif Curriculum QuiOt for ttm N»tion'$ Schools, Part II, Strataglas lor TeMChIng ^cortemles: Basic Buslnaaa and Consumer 
EdM^fOft (S^eondary), 1979. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036. 
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Lesson 15: The Cost of Consumer Protection 



TIME REQUIRED: I to 3 class periods 

RECOMMENDED GRADE LEVEL: 9-12 

KEY CONCEPTS; Government regulation 
Trade-offs 
Cost*benefit 

RELATED CONCEPTS: Supply and demand 

Market price 
Incentives 



troducing Handout 15-2. Be sure to underscore 
that the commission has the power to set and 
enforce safety standards for various goods. 

EvaluaUra: 

1 . Assess student contribution to class discussion. 

2. Assess quality of student response to questions 
accompanying the Consumer Repons article. 



lostrtHrtkmal Objectives: Students will 

• Understand the concept of trade-offs as it applies 
to consumer protection; 

• Specify the costs involved in consumer protection; 

• I>escribe varying philosophies regarding consumer 
protection. 

Ratkmale tw the Activity: Consumers and business 
managers must constantly decide whether a particular 
privately supplied good or service is worth buying. 
Services such as the '^consumer protection" that is 
provided by government also cost money. In effect, 
we buy consumer protection through tax payments 
and through hi^er prices for goods and services. 
Consumers should evaluate whether the benefits of 
consumer protection are worth their extra costs. 
Cost-benefit analysis of such matters as consumer 
protection legislation is often controversial. One's 
position depends greatly on the value an individual 
places on freedom compared to safety, and on how 
much a person thinks safety is worth. When an indi- 
vidual weighs the costs versus the benefits of con- 
sumer protection, the priKess throws light on that 
person's own value system. 

Materials: Multiple copies of handouts 15-1 • 15-2, and 
15-3. 

Procedure: 

t . Introduce the lesson by asking students to read the 
first case study (Handout 15-1) and answer the 
accompanying questions. 

2. After briefly discussing the six opinion-oriented 
questions associated with Handout !5-i. provide 
each student with copies of the Consumer Reports 
article and the questions accompanying it (hand- 
outs 15-2 and 15-3). 

3. Have students read the article from Consumer 
Reports and answer the questions eithn indi- 
vidually or in small groups. For some Ciasses. 
Handmit 15-2 can be given as a home study 
assignment with classroom discussion taking place 
on another day. NOTE: If your class has not 
previously examined government regulatory agen- 
cies you may want to review the functions of the 
Consumer Products Safety Comission before in- 
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Teacher Answer Sheet to Handout 15-1 

1. Government regulation requires the hiring of 
people to perform the regulatory function. Since 
the added salaries and other expenses of staff 
members are paid out of tax revenues, the con* 
sumer's tax bill is likely to rise somewhat. Regula- 
tions also usually raise business costs. This results 
in higher prices for consumer goods and sei'vices. 

2. Mr. Ford was probably not referring to the tax 
aspects of regulation. He was talking about how 
government regulation can be reflected in the 
retail prices of goods and services to the con- 
sumer, 

3. Some examples are the pollution control devices 
installed in new automobiles, extensive federal 
safety standards for airlines, and new safety re- 
quirements for dangerous machines in factories. 
Students will find many other examples by reading 
newspapers and magazines. 

4. Examples of benefits include longer life 
(pollution-free air), greater personal safety 
(minimum standards for tires), redress against 
fraud (repayment through court action), less risk 
(proper prcKessing of canned foods), etc. 

5. Individuals should be interested in getting the 
most for their money, but the cheapest product 
may not always be the bist buy. Consumers 
should distinguish between short-term costs and 
long-range benefits. For example, the new safety 
requirements for factories may raise prices a bit, 
but the safety features may save much more in 
reduced hospital and medical bills for workers 
over the long run. Pollution control devices may 
raise the price of automobiles in the short run but 
may enable people to live longer and even to 
reduce medical expenses. 

6. Different consumers put different values on the 
monetary worth of specific regulations. They may 
also differ about the long-term values of the costs 
that are passed through to retail prices today (e.g., 
how much would the students be willing to pay to 
save one life through piillution control?). The indi- 
vidual who gains the benefit from a particular 
regulation may not be the same individual who 
pays the costs, etc. 



Teacher Answer Sheet to Handout 

1 . Shmiid all con^iumeni pay to make sure a product 
is reasonably safe? Or should those who are 
willing to take a chance, or who are unaware of 
the risks, be given the freedom to buy a cheaper 
but more hazardous product even though safer 
models are available? 

2. Mowers presently being used seem to he causing 
quite a few accidents. As indicated in the article, 
the National Electronic Injury Surveillance Sys- 
tem reported 161.000 mower-related injuries per 
year, including 60,000 that required some kind of 
hospital emergency-room treatment. The injuries 
included 3.500 amputations and 1.000 cases of 
loss of an eye in one year. 

3. Safeguards against risk of injury from objects 
thrown by mowers, electrical shocks, gasoline 
flres. and bums caused by touching a hot sur- 
face. Other changes include those which would 
limit noise and prevent mowers that are ridden 
from cutting grass when operating in reverse. 
Another recommendation is the addition of a 
dcadman control that would stop the blade au- 
tomatically whenever the operator leaves the 
operating position. 

4. Answer depends on experiences of class mem- 
bers. 

5- Both Consumers Union and power mower indus- 
try leaders closely agree on the costs. There 
would be approximately a S40 or 32 percent 
increase in the average retail price of a walk- 
behind mower and a $100 or II percent increase 
in the average price of a riding mower. 



10. 



II. 



It is very difficuh to place a value on the pain, 
suffering, and inconvenience associated with 
such injuries. One source used for the estimate of 
pain and suffering is court awards involving law 
»utts for ii\juries. 

Consumers Union estimates that the new regu- 
lations would mean that consumers would pay 50 
cents to $4.60 (cost) for each $1 reduction in the 
economic cost of iiyury (benefit). The Outdoor 
Power Equipment Institute estimates that the 
new regulations would mean that consumers 
would pay $2.60 (cost) for each $1 reduction in 
injury costs (t^nefit) not counting pain and suf- 
fering. 

Paying a higher price for a machine in return for a 
reduced possibility of injury for the owner or any 
others who operate lawn mowers, but having less 
money to spend on other things. All buyers will 
get more safety but will no longer be able to 
choose a cheaper model that is less safe. 
Freedom. These groups want the opportunity to 
select a lower-priced lawn mower without the 
additional safety measures and the freedom to 
add safety features as they choose. Free choice 
would not be available to them if all new mowers 
had to meet the government-mandated safety 
requireme its. 

Security. They want the additional security of the 
safer lawn mower, perhaps not only for them- 
selves but for others who may be iiyured as inno- 
cent bystanders. They are witling to give up some 
of their freedom to choose. 
Depends on each student *s personal values. 
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Handout 1 5-1 



CASE STUDY: WHAT DOES CONSUMER PROTECTION COST? 



When Gerald R. Ford was president of the United States, he said that 
government regulation may cost the average family as much as $2,000 a year in 
higher prices. This figure is only based on a "guesstimate" of the extra costs to 
the consumer, it suggests that regulatory costs are greater than most 
Americans think. 

(Basad on a ttatamant by William B. Msad, "Fedaral Ragulation: The Price You Pay," Money, 
Juna 1975, p. 39.) 

Questions: 

1. How does govemmoitt regulation cost the taxpayer money? 



2. Do you think Gerald Ford was referring to tax dollars when he estimated 
^,000 was the cost per family for regulation? 



3. What are some examples of goods and services which may have in- 
creased in price because of government regulation? 



4. What are some of the benefits that you think consumers obtain from con 
sumer protection laws? 



5. Why should consumers be concerned as to whether the extra costs of 
protection are actually worth paying? Is there a difference between the 
short-term and long-term effects? 



6. Why will indivkiual consumers make different judgments about the worth 
of particular government regulations? 




From Maaiar Curriculum G«Wa 1t>r tht WaWo/j'a Schools, Part H, StratagkM lor T»aehlng Economics: Basic Busintss and Con»um«r 
Bduetmn (S^oonaary), 1979. Joint Council on Economic Education. 1212 Avenue of the America*, New York. NY 10O36. 
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Handout 1 5-2 



IS A SAFER LAWN MOWER WORTH THE PRICE? 



How much is safety worth to the consumer? 
Should all consumers pay to make sure a product is 
reasonably safe? Or should those who are willing to 
take a chance, or who are unaware of the risks, be 
able to buy a cheaper but hazardous product when 
safer models are available? These are the kinds of 
questions being raised now that the U.S. Consumer 
Product Safety Commission (CPSC) has begun to 
develop safety standards for those products known 
to cause a large number of Injuries. Such products 
include TV sets, book matches, swimming pool 
sikles, and power lawn mowers, among others. 

While the CPSC has the final word on the content 
of the standards, much of the preliminary drafting 
has been done for the commission by outside 
organizations. Consumers Union, under an agree- 
ment with the CPSC, has drafted a proposed safety 
standai^ for power lawn mowers. Predictably, the 
proposal has become a matter of controversy. 

The basic criticism heard from the industry and 
from at least one Government agency is that the 
cost of a lawn mower built to conform to CU's 
proposed standard would increase costs more than 
the gains in safety warrant. Since the contention is 
one that will be heard time and again as the 
development of safety standards proceed, it's 
worth examining closely. 

There are little hard data on the number, severity, 
and economic, consequences of power-mower in- 
juries. CU's estimate, drawn from the best available 
data, including statistics compiled by the National 
Electronic injury Surveillance System, is that 
161.000 mower-related injuries occur each year, 
including 60,000 that require some kind of hospital 
emergency-room treatment. The injuries result in 
3,500 amputations; 1 ,000 cases a year result in the 
loss of an eye. 



Approximately 68 per cent of the injuries occur 
when someone touches a moving mower bl^le; 20 
percent result from objects thrown by the mowers; 
the remaining Injuries relate to electric shock, 
bums from fire and hot surfaces, and problems 
with the steering, stability, brakes, and drivetrain of 
rkling mowers 

The proposed requirements cover a wide range 
of safety problems associated with lawn mowers. 
They would reduce the risk of injury from thrown 
objects. They would require rafeguards against 
electrical shock, g^line fires, and bums caused 
by touching a hot surface. They would limit noise. 
They would prevent riding mowers from cutting 
grass wherj operated In reverse, a cause of injuries 
to chiklren not seen by the operator. 

But by far the most important proposal is aimed 
at preventing contact with the moving blade-^he 
most frequent cause of injury. That requirement 
calls for a "deadman control— a control that stops 
the blade automatically whenever the operator 
leaves the operating position (to adjust the mower's 
cutting height, for example, or to clear glass from a 
clogged discharge chute) 

The power-mower industry, speaking through the 
Outdoor Power Equipment Institute, objects to a 
number of the proposals, it wants no limit on noise, 
since, it contends, noise is more a discomfort than a 
safety hazard. It advocates less stringent shock, 
fire, and bum requirements. It wants riding mowers 
to continue to cut in reverse. And it wants many of 
the requirements to be voluntary rather than man- 
datory 

CU and the industry agree that the proposed 
standard would increase costs— and we even agree 
closely in our estimates of the size of the increase. 
In the first year, the standard would probably add 



© 1976 by Con»um«rs Union of United States. Inc.. Mount Vernon, N.Y, 10550. Excerpted by permission from "Is a Safer Lawn Mower 
Worth tfM Price?" Consutrmr Raporia, February 1976. pp. 114-116. 
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approximately $40, or 32 percent, to the average 
retail price of a waik-behind power mower and 
about $100, or 11 percent to the average price of a 
riding mower. Estimated cost the first year would 
be between $270Hfniliion and SSSO-million, depend- 
ing on how many ^wer lawn mowers were pro- 
duced. 

Because benefits are so difficult to calculate, CU 
could give only the roughest economic guide to the 
costs and benefits of the standard. Our report said 
that, when alt mowers conformed to the standard, it 
might cost anywhere from 50 cents to $4.50 for 
every $1 reduction in the economic cost of injury. 

According to the industry estimate, the standard 



would eventually reduce injuries by 50 percent, not 
75 per cent. But even according to the industry's 
own estimates of injury costs, which exclude pain 
and suffering and other intangibles, the industry 
calculates CU's standard would cost $2.60 per 
dollar of injury when ail mowers conform to the 
requirements of the standartt. 

A cost of more than $1 to reduce expenses of 
injury by $1 is not necessarily undesirable, CU's 
report pointed out. When injuries with an over- 
whelming potential for pain and suffering are 
involved, consumers may well be willing to pay the 
premium to minimize the risk, just as they buy insur- 
ance against other risks. 
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Handout 1 5-3 



QUESTIONS ON HANDOUT 15-2, 
"IS A SAFER UWN MOWER WORTH THE PRICE?'' 



1. What is a primary i^ue In this controversy as stated in the first 
paragraph? 

2. Why do some people believe that present features of power mowers 
should be changed? 

3. What are some of the recommended changes? 

4. Would your family allow you to use a power lawn mower that does not 
have the recommended safety features? 

5. If the changes recommended by Consumers Union are made, what is the 
estimated impact on the price of mowers? 

6. Both Consumers Union and the power mower industry have completed 
cost-benefit studies. The cost includes ti^ increased cost of the lawn 
mower due to the additional safety measures. The benefits are the 
saving of expenses associated with injuries that occur with lawn 
mowers that do net have the additional safety features. Why is the 
benefits side so difftcutt to measure? 

7. What does Consumers Union estimsite would be the benefit gained from 
each dollar spent on safety futures for lawn mowers? What s*? the 
Outdoor Power Equipment institute estimate? 

8. if the standard recommended by Consumers Union is uniformly adopted 
for all new lawn mowers, what are the tr^e-offs to the consumer? 

9. Freedom and security are two personal as well as social goals. Some 
lawn-mower buyers are against the adoption of mandatory safety 
measures for all lawn mowere. These consumers believe they can 
operate mowers safely without government-required safety features and 
they do not want to pay any more for mowere than they have to. They 
also think they should be able to buy only the safety features they think 
they need. Do these consumere place more priority on security or on 
freedom when they purchase power mowers? Why? 

10. Other consumere believe the additional safety features should be 
required. Does this group seem to be more interested in security or 
freedom in its choice of power mowere? Why? 

11. Do you believe the proposed safety regulations for power mowere 
should be adopted? Why or why not? 



From MttMr Currteulum Quld« for thf Natioti'$ Schools, PmiI It, Stnit0glM tor Tatching Economics: Bssic Businssa and Consumsr 
Btiuss^ (S^eonektry}, 1979. Joint Council on Economic Education, 1212 Avenue of the Amsrtcms. New York. NY 10036. 
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Lesson 16: Shaping the Budget of a Local Government 



TIME REQUIRED: Two class periods, 45-50 minutes 
each 

RECOMMENDED GRADE LEVEL: 9^12 

MAJOR CONCEPTS: Economic wants 

Scarcity and choice 
Trade-offs among goals 
Costs and benefits of govern- 
ment programs 

RELATED CONCEPTS: Productive resources 

Nature of economic sys- 
tems 
Taxes 

Imtructioiial Objectives: Students will 

• Explain how to analyze the kinds uf economic 
problems tlmt face local governments; 

• Use a systematic decision-making process to 
analyze a budget problem. 

RaUonale for the Activity: Governments — nationaK 
state, or local — must make the same types of economic 
choices that individuals do. Governments must deter- 
mine what the desires and goals of the nation, state, or 
community are; what resources are available to satisfy 
these goats; and how to allocate the available re- 
sources in order to provide maximum satisfaction to 
citizens* 

Materials; One copy of handouts 16-1 and 16-2 for each 
student. 

Procedure; 

1 . Discuss the process of using systematic economic 
reasoning to reach dc^ isions. Ask: If you were a 
city council member and had to make a decision 
on how to spend money, what steps would you 
take to ensure that your decision was a wise one? 
During the discussion point out that to reach the 
best decision it is necessary to: 

a. Define the problem-*- obtain the facts and 
identify what you must really decide; 

b. Specify the alternatives—determine what are 
the reasonable policy options; 

c. Establish criteria — identify standards forjudg- 
ing the alternatives; 

d. Evaluate each option in terms of each 
criterion — use cost^benefit analysis; 

e. Make a decision — choose which of the alter- 
natives is best in accordance with the evalua- 
tions and the relative importance of criteria. 

2. Divide tfie class into small groups (two or three 
students each)* Distribute handouts 16-1 and 16-2 
and instruct each group to use the five-step eco- 
nomic reasoning process to determine how the 



city's budget of $LS million should be allocated. 

3. Before students begin their analysis, point out that 
each group may establish a different budget alloca- 
tion. There is no **correct" allocation, since indi- 
vidual students may have different sets of 
priorities with respect to the goals and needs of the 
community. However, every student is expected 
to use the five-step decision-making process out- 
lined on the worksheet. 

4. While the groups are working (or in advance), 
teachers may give assistance by offering examples 
of the kinds of information that should be written 
on the worksheet, for example: 

a. What is the problem? Hie council does not 
have enough money for all the projects that 
have been suggest^ t^cause the town only 
has $1.5 million to spend. Each council person 
would want to obtain facts about each cost 
estimate to be certain that the estimates are 
accurate* 

b. You may point out that there are many alter- 
native ways to spend $1.5 million. Each stu- 
dent group should list at least two or three 
possible combinations. Each vomhination of 
projects is one alternative, 

c. Remind students that the criteria will vary. 
They should try to write down each criterion. 
In essence, students must ask themselves how 
they will judge which plan is the t^st . What do 
they think are important community goals: 
growth in local business? better fire protec- 
tion? increased safety for senior citizens? re- 
duction in juvenile crime? reduced uncm- 
ployment? increased income for the poor? etc. 

d. When students evaluate the alternatives they 
will be making judgments about how well a 
particular spending plan meets each criterion. 
It will quickly become evident that more facts 
are needed to judge the d^ree of impact. For 
the purposes of this exercise < tell students that 
they can assume that as ccmncil members they 
can obtain information on such things as the 
estimated imi^ct on taxes of changes in em- 
ployment t^nefits. 

e. In making a decision students will find that 
''best" choice may not meet all the criteria 
established, but a choice must be made and as 
council members they will be asked to explain 
why they vote for a given combination of 
projects. NOTE: This is a forced choice 
problem. Council members do not have the 
option of cutting out all projects. 

5. On the second day, after students have had ample 
time to complete their budget analysis worksheets, 
begin class discussion as follows: 

a. Have two or three groups give a brief oral 
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report on their dectsion-making process. Have 
them explain why they think their spending 
plan is best* 

b* List aU the recommendations on the chalk- 
board as alternatives for the entire class 
to consider. 

c. On another part of the chalkboard, make a list 
of all the criteria that were used by any of the 
small groups. Try to consolidate those criteria 
that are essentially the same by adyusting 
wording. This will reduce the criteria to a 
manageable number. 

d. Then ask each student to vote on the alterna- 



tives pi^sehted. After each vote eliminate the 
spending plans with the fewest votes and ask 
students to vote again on the remaining alter- 
natives. Continue this process until one plan 
has obtained a miuority vote. 

EvaluatkHi: 

!. Assess quality of student participation in small- 
group work and in class participation. 

2. Construct a similar list of items that could be 
tou^t by a family. Ask students to allocate the 
family budget using the decision-making woric- 
sheet as a guide. 
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Handout 1 6-1 



CITY COUNCIL SIMUUTION 



You are a member of the City Council in a city of 
100.000 people. Over the past ten years the city has 
had a population growth of about 20 percent. In 
order to provide the needed ^ditional services, it 
has been necessary to increase the property tax 
rate for the past two years. Citizens are becoming 
arHjry about continuing increases. 

The funds for the most urgent items in the budget 
for the forthcoming year ha\^ already been appro- 
priated. There are approximately $1 .5 million left to 
allocate and twelve important programs that vari- 
ous citizen groups have urged the council to ap- 
prove: 



^poaal 1 One area of the city does not have 
adequate fire protection. A home in that area 
burned down in the past year, and a small child 
was badly hurt. Citizens in the area have written, 
phoned, and appeared at the budget hearings to 
request better fire protection. Cost for additional 
fire personnel: $200,000. 



Proposal 2 Problems with teenagers ha e been 
Increasing. Vandalism is on the rise, parents are 
concerned about the mounting u^ of drugs, and 
the police are dealing with more runaways. The 
City Council would like to start a new juvenile 
division in the Police Department to help keep 
youngsters out of trouble. Cost for a social 
worker, two police officers, and a secretary: 
$100,000. 



Proposal 3 The city has IniKlequate recreational 
facilities, and much of what Is available is in very 
bad condition. One group of citizens feels that 
more should be spent on recreation, especially 
for teenagers. More opportunity for recrea- 
tional activities, they say. will pay off in a reduc- 
tion in the number of teenagers getting Into 
trouble. Cost for repairing the tennis, basketball, 
and Softball areas, and additional personnel: 
$250,000. 



Proposal 4 In addition to the need for more 
recreational facilities there is the need for a 
neighborhood center in a particular area of the 
city. A wealthy citizen is willing to give the city a 
large mansion, which would provide a place for 
meetings, programs, and recreational opportuni- 
ties for everyone from preschoolers to senior 
citizens— if the city can staff it. Cost of staffing 
and maintaining the neighborhood center: 
$3S0.000. 

Proposal 5 The city landfill site is reaching ca- 
pacity. The city must find another area for trash 
disposal within the next year. Federal and state 
guidelines no longer allow municipalities to use 
low or marshy areas for landfill. Cost of using an 
out-of-town landfill site: $200,000. 

Proposal 6 One section of the city has devel- 
oped very rapidly, and sewer lines are at capacity. 
Citizens are complaining about the unpleasant 
odors, and many think that a satellite treatment 
plant is ne^ed. Federal funds will pay for build- 
ing the plant but the community will have to pay 
for its operation. Cost of one year's operation of a 
treatment plant: $300,000. 

PropoMi 7 Three streets in the city are unpaved 
and many contain large potholes. When it rains, 
the unpaved streets are muddy and all but im- 
passable, in dry weather the dust is thick, and 
some citizens feei the dust to be a definite health 
hazard. Several citizens have broken automobile 
axles when hitting potholes. Cost of upgrading 
those streets: $500,000. 

Proposal 8 In one part of town the houses are 
rundown but could be rehabilitated. Wiring, 
plumbing, general carpentry work, roofing, etc.. 
would make the houses more livable and improve 
the neighborhood's appearance. Some citizens 
have recommended that local money be given to 
poor citizens so that they could rehabilitate their 
homes. Cost to fix up the most rundown houses: 
$300,000. 



Fmrn AlMffr Curriculum Qu/eto for tht Nation's Schools. Part il, Strat^lss tor Tsaching Economics: Basic Buslnsss and Consumer 
Bduomion (Sacmdary), 1S79. Joint Council on Economic Education. 1212 Avenue of the Americas, New York. NY 10036. 
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Propoiai 9 City employees are feeling the pinch 
of the rising cout of living. They are demanding a 
10 percent raise. Estimated cost of employee pay 
raise for the first year: $200,000. 

PropoMi 10 A lovely creek runs through the 
center of the city. Over the years it has been 
sitting up. ani as a result one residential section 
has a flooding problem. Homeowners there are 
demanding that the city dredge the creek to 
prevent flooding. Cost of dredging and fi.iing the 
banks: $150,000. 

Proposal 11 Citizens want educational stan- 
dards to be upgraded. School officials say they 
can improve education in basic skills and career 
placement if they employ a specialist at each 
grade level. Cost of n<^w personnel: $300,000. 



Proposal 12 The city has a high rate of teenage 
unemployment. Citizens have said there is a need 
to develop activities and meaningful work expe- 
riences for this age group. Much interest and 
support for a summer employment program 
exists. Cost for the summer employment pro- 
gram: $150,000. 

ESTIMATED TOTAL COST OF ALL PROGRAMS . . . 
$3,000,000 

You have been a gocKl Council member— one who 
tries to study the i^ues and is concerned about the 
welfare of all the members of your community. You 
would also like to be reflected. Which combina- 
tion of programs totalling approximately $1 ,500,000 
do you think is the best alternative for the commu- 
nity? Use the Budget Analysis Worksheet as a gukle 
while making your decision. 
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Handout 1 6-2 



BUDGET ANALYSIS WORKSHEET 



Prepared by _ _ Date 

Name<s) 

Step 1 • Define the proolem (Why does a choice have to be made?) 



Step 2: Specify alternatives (What are some possible choices?) 



Step 3: State the criteria (How will the alternatives be evaluated?) 



Step 4: Evaluate the alternatives (How good is each alternative?) 



Step 5: Make a decision (Which alternative is best and why?) 



From M«gf«r Curriculum Qultis for the Nttlon'$ Schools. Part II. Strategies for Teaching Economics: Basic Business and Consumer 
Bdustttion (Secondary), 1979. Joint Council on Economic Education, 1212 Avenue of the Americas, New York, NY 10036. 
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Lesson 17: Sharing the Costs of Risk 



TIME REQUIRED: Two class periods of 45-50 min- 
utes each with time between for 
collection of information from 
insurance agents 

RECOMMENDED GRADE LEVEL: 9-12 

MAJOR CONCEPTS: Scarcity and choice 

Opportunity cost and trade- 
offs 

Economic goals of freedom 
and security 

RELATED CONCEPTS: Risk 

Cost-benefit analysis 

Iiotructioiuil Objective: Students will 

• Describe the financial risks involved in owning 
property and how the amount of these risks can be 
cut (or minimized); 

• Evaluate the costs of purchasing full protection 
against large risks; 

• Describe how to choose an appropriate amount of 
protection. 

Ratioiude for the Activity: The essence of insurance is 
sharing or spreading the costs of risk. We know that 
fire will bum some homes to the ground but we do not 
know which ones will catch fire. This uncertainty gives 
rise to a desire for insurance protection. Most students 
are well aware that insurance is a way to **buy*' some 
security against the prospect of lai^e losses due to 
unforeseen future events. This lesson will enable stu- 
dents to view insurance coverage as a complex con- 
sumer purchase which requires the same systematic 
decision-making process as any other major purchase. 
It also links consumers, owners of business, and 
government officials because all three groups must 
consider how much and what kind of insurance they 
need, and how much they c^n afford. 

Materials: One copy of handouts 17-1 and 17-2 for each 
student « 

Procedure: 

1 . Introduce the purpose of insurance (to share the 
costs of protecting against risk). Ask the students 
if they can give examples of the use of insurance 
by their fsmilies (health, life, damage to home 
from fire or natural disasters, personal liability, 
auto, servicing of TV, or any other types of 
insurance). 

2. ttstribule the case study (Handout 17-1) and have 
students read it. 



3. Pi ovide each student with a copy of the questions 
that accompany the homeowner's insurance case 
study (Handout 17-2)- Divide the students into 
groups and assign each group to investigate the 
insur^ce available for the Sloan property de- 
scribed in the case study. Students should make an 
appointment with a local ini^^urance agent and ask 
the agent to give them enough information to 
answer the questions. Try to have each student 
group approach a different insurance agem. This 
will enable the class io obtain some comparative 
data. If your town is very smnlK you may wish to 
have one or two agents visit your class, give a 
short talk, i J answer questions* 

4. Once the data are collected, review the informa- 
tion in class. Discussion can be focused by using 
the following questions: 

a. Did all agents recommend the same coverage? 
Why or why not? 

b. What kinds of homeowner risk were not in- 
surable at any price? 

c. What options were available under the various 
coverages? For example, agencies may have 
recommended fire insurance for the full 
$40,000 or for various percentages of the 
value. 

d. How did the insurance agents deal with the 
problem of inflation? If the Sloans purchase 
insurance for the full present value uf their 
house, will that coverage be sufficient 10 
years later? 

e. How can the Sloans determine the right 
amount of homeowner's insurance for them to 
buy? 

f If the Sloans lived in an apartment, would 
they need to consider various forms of home- 
owner's insurance? Explain your answer. 

5. Conclude the less^on by helping students realize 
that homeowners are not the only people who 
incur risks and must find methods of sharing the 
costs of those risks. Businesses and public agen- 
cies must also engage in cost-benefit analysis 
when buying insurance. Questions such as the 
following should help focus discussion: 

B. The case study illustrated the need to insure a 
private home. Can the students think of other 
examples of needs for fire or natural disaster 
protection? (Examples: a factory, a retail 
store, a museum, a school.) 

b. Would an art museum be able to insure 
against fire for ♦he full amount of all buildings 
and contents? (Pfobably not. The cost of in- 
suring all the art contained within the building 
for its full value— if full value could be deter- 
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mined at all-Hnight well be prohibitive. The 
museum would need to evaluate whether the 
cost of additional insurance would exceed 
pos&ibte benefits.) 
c. Would a kclai! store or factory have to per- 
form the same cost-benefit assessment? (Yes. 
because the value of the contents would fluc- 
tuate depending on the value of the raw ma- 
terials and products in the building at a 
particular time.) 
Have students write thank you messages to those 
persons who have given them assistance. 
Optional Assignment: Tell students to assume that 
some homeowners in their neighborhood want to 
form an insurance cooperative. People proposing 
the cooperative idea believe it would greatly re- 
duce the cost of insurance since no insurance 
company or agents would have to be paid. Have 
students examine this proposal using the following 
que&dons as a guide: 

a. How would the cooperative determine the 
amount of money each homeowner should 
contribute as his/her share? 

b. Should the memt^rs of the cooperative col- 
lect the contributions to this insurance fund at 
the beginning, or should they wait until some- 
body files for a payment and then collect each 
contribution? 

c. How would the cooperative handle adminis- 
trative details, collect contributions, process 
payment requests, assess damages, investi- 
gate claims, and invest funds collected but not 
yet paid out? 

d. What kinds of risks would an insurance 
cooperative be unwilling to insure? 

e. WoMld an insurance cooperative eliminate the 
need for buyers to make choices concerning 
insurance coverage? Explain your answer. 



Evaluation: 

1. Assess quality of student data collected from 
insurance agent. 

2. Assess quality of student participation in class 
discussion. 



Teacher Answer Sheet for Handout 17-2 

1. The list of insurable risks may include all the 
property losses which could occur because of fire, 
theft, wind storm, flood, civil disorder (riots), etc. 
It will also include liability for personal injury for 
property-related accidents, e.g.. if a visitor fell on 
the Sloans* staircase and was injured, if the fur- 
nace blew up. or if a stranger slipped on the ice 
and broke a leg on the Sloans* sidewalk, etc. 

2. Some companies will not write insurance coverage 
for floods, earthquakes, or street riots. Others will 
do so but only at very high premiums. 

3. Have students get good estimates from an insur- 
ance agent. To get an estimate have the agent 
assume that the Sloans are real people living in 
your town or city and that they say they are willing 
to pay for all the insurance they *'need/* as 
deflned by the agent. 

4. Answers will depend on how individuals (the 
Sloans) value different degrees of security. Risk- 
ing the loss of the antiques may not be as impor* 
tant to the Sloans as risking the loss of the house 
itself. They will judge which expenditure pattern 
for insurance gives them the most security for 
each dollar spent. The Sloans will trade off some 
protection to obtain lower insurance costs. 

5. Answers will vary. The discussion should lead 
students to examine the implications of compul- 
sory insurance for items like automobiles. 
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Handout 1 7-1 



CASE STUDY: HOMEOWNER'S INSURANCE 



The Sloans, a young couple with no children, recently purchased a 
SS-year-old brick-front house valued at $40,000. The house is situated on a 
»nail lot. It contains two bedrooms, one bath, a kitchen, a basement, a sitting 
room, an unheated porch, and an attached garage. 

The house is located in an okler neighborhood. Most houses in the 
neighborhood are in good repair, but a few show some signs of decline. 
Several years ago, a tomado-iike wind ripped shingles off the roof. Within a 
few years tne Sloans think the whole roof will need repair. 

Neighbors tell the Sloans that the river flowing through town caused major 
flooding six years earlier. The Sloans' house had water in the basement 
during the flood, but it has been dry ever since. No one expects another 
rainstomi like the one that caused the flood, but the Sloans are a little 
worried. 

The Sloans am not wealthy, but they do own some excellent antique 
fumitu.-e. The furniture, some of which is over 100 years old, has tKien passed 
down through the Sloan family from one generation to the next. A local 
furniture dealer estimated that the antiques are worth about $5,000. Their 
other furniture, their clothing, and various appliances are valued at about 
$10,000. Mrs. Sloan owns a diamond wedding ring worth $1,000 but has no 
other valuable jewelry. 

Mr. and Mrs. Sloan have a combinr - me of $25,000 per year. They have 
no savings account t^cause they use avings for the down payment on 

the house. The mortgage on the hoi s. 0,000. 

Now that -he Sloans have made tr, _ major investment, they want to 
purchase protection against some of the risks they face as homeowners. 
What kinds and amounts of insurance protection should the Sloans pur- 
chase? 
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Handout 1 7-2 

QUESTIONS ON THE HOMEOWNER'S INSURANCE CASE STUDY 

1. As homeowners, what kinds of risks should the Sloans consider insuring 
against? 



2. if the Sloans lived in your town or city could they get insurance coverage 
for ail the kinds of homeowners risks described above? Why or why not? 



3. IT the Sloans had enough money to buy all the homeowners' insurance 
the insurance agent thinks they "need," how much would it cost each 
year? 



4. If the Sloans told you they only had enough income to pay for half the 
coverage they "need," how would you advise them to cut costs? 



S. Shoukj the Sloans be allowed to have no homeowners' Insurance 
coverage at all? Explain your answer. 



From M»$t§r Curriculum Quide for the Naticrt's Schools, Part II. Smtegies for Teaching Economics: Basic Bu$inoss and Conauner 
edUGttion (89eondaiy), 1979. Joint Council on Economic Education, 1?12 Avenue of the Americas, New York. NY 10036. 
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Lesson 18: What Happens to Those Savings Dollars? 



TIME REQUIRED: Two class periods of 45^50 

minutes each, with time be- 
tween for collection of infor- 
mation from financial institu- 
tions 

RECOMMENDED LEVEL: C rades 9-12 

MAJOR CONCEPTS: Opfwrtunity cost 

Saving 
Investment 
Capital goods 
Interest rate 



Student Objectives: Students will 

• Calculate the opportunity cost of using credit; 

• Compare the interest that can be earned on the 
alternative forms of saving offered by various 
financial institutions in the community; 

• Compare the interest charged on the same tyf^ of 
loan or credit granted by various financial institu- 
tions in the community; 

• Compare the interest charged on different types of 
loans and credits granted by varimis financial 
institutions in the community; 

• Explain the relationship between saving in lending 
institutions and investment in capital goods* 

Ratkmale fw tbe Activity: Students tend to associate 
comparison shopping with day-to-day buying of such 
things as food and with high-cost items such as au- 
tomobiles. They may not know that credit is offered 
at different prices or that alternative forms of saving 
can yield different rates of interest. This activity 
focuses on comprehending the rate-setting practices of 
banks. It also shows the relationship between the 
savings and the loans granted hy various institutions. 
Special attention is given to business loans because 
these link the savings decisions of consumers with the 
investment decisions of business borrowers. 

Materials: Multiple copies of Handout 18-1. 

Procedure: 

1 . At the beginning of the lesson have each student or 
group of students select one institution in the 
community that provides savings accounts and 
makes loans: a commercia? Hank, a savings and 
loan association, a mutual savings bank, or a 
credit union. Telephone b<»ks may be used or the 
teacher can compile a master list of institutions 
which, on being asked, have expressed interest in 
participating. Tell students to use the accompny- 
ing interview form (Handout 18-1) to gather infor- 
mation from the source they select. Indicate that 



they will report their findings to the class (perhaps 
in 4-5 days), 

2. Answer questions about the interview form or 
procedures. (NOTE: If there are only a few finan- 
cial institutions in the community , small groups of 
students should gather the information. Or the 
teacher may set up in-school interviews with rep- 
resentatives of the financial institutions.) « 

3. Caution the students that some institutions may 
not provide all services indicated on the form. For 
example, savings and loan associations generally 
do not give personal loans. If the service is not 
provided, have students record that fact along 
with a note on the reason why. 

4. Once the interviews have been conducted, have 
students present the information they have 
^thered to the class. Compare the plans offered 
by the various institutions. Then conduct a class 
discussion using the following questions as a 
guide: 

a. Why do interest rates paid on savings differ 
from one institution to another? 

b. Why might it be ^'sensible" for some people 
tc save in an account with a relatively low 
rate of interest? 

c. Why do financial institutions have different 
interest rates for different forms of saving 
within their institutions? 

d. Why do financial institutions have more than 
one kind of loan? 

e. Why do financial institutions charge varying 
prices (rates interest) for the same type of 
loans to different borrowers? On different 
kinds of loans? 

f What do financial institutions do with the 
savings provided by de{H)sitors? 

g. Does it '*pay'' for a consumer, a government 
or the owner of a business to *'shop around'' 
for a place to save or a plare to obtain a loan? 
Explain your answer. 

h. Why are savings deposited in financial institu- 
tions important to businesses in your com- 
munity? 

i. What is the opportunity cost to the savwr or 
borrower when the individual spends time 
shopping for the best rate of interest? 

6. Advise students to write thank you notes to those 
persons who have given them assistance. 



Evaluation: 

1. Assess quality of survey data collected by stu- 
dents. 

2. Assess quality of contributions to class discussion. 
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Handout 18-1 



SURVEY OF ALTERNATE SAVINGS PUNS AND LOANS 



Name of Institution visited: -- Type 

Name of person interviewed: - _ _ Position 

SAVINGS 

1. Do you have passbook savings accounts? ^es No 

2. If yes, what are the names of your savings account plans and what is the rate of interest for each? What 
is the method for figuring intemst: simple or compound? If compounded, is it dally, quarterly, or semi- 
annually? 

Total 

Nam* of IHan and Batic Intereat Rate Method of Calculating Interest Interest Rate 



3. Can your depositors write checks on their savings accounts? ^ Yes No 

4. Is there a limit on the number of withdrawals from a savings account before a penalty has to be paid? 
Yes No 

5. Do you have any other savings plan(s)? Yes No 

6. if yes, name and describe the plan(s), rate of interest paid, and other important features or requirements. 

Name, Dcacrlptlon, and Total 
Baalc Intareat Rata Interest Rate Additional Important Features 



7. Do you offer certificates of deposit (C.D.'s)? Yes No 

8. if yes, what are the various time periods (maturities) of the C.D.'s? What are the interest rates if interest is 
paki out periodically? If Interest Is left on deposit until maturity (i.e., compounded)? What are the penalties 
if the C.D.'s are cashed in early? 

Nam*, Desertion, and Basic Total 

•ntare^ Rate Interest Rate Additional Important Features 



From MaMt§r Curriculum Quidt for th9 N»tlon'» Schooi$, Psrt !l, Sfrtfey/ss for Teaching Economics: Bs$lc Business and Consumer 
education (St ondary), 1979. Joint Council on Economic Education, 1212 Avenue of the Americas. IVew Yorit, NY 10036. 
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SURVEY OF ALTERNATE SAVINGS PLANS AND LOANS (concluded) 



LOANS 

1. Do you provide loans to individuals and groups? Yes No 

2. What are your current interest rates, typical length of loan, and required down payment (when appli- 
c^le) for each of the following loan categories? 

InterettRate Length of Loan Required Down Payment 

Consumer loans for items such as the 
following: cars, boats, recreational 

vehicles — 

Mortgage loans to house buyers — - — — ~ — 

Personal loans — 

Other types of nonbusiness loans 

3. Do you make loans to businesses? ... . . . . - Yes No 

4. if yes, for what purposes, for what length of time, for which businesses, and any other pertinent 
information. 

Kindt of 
ButineM of Oiuer 
PurpoM Typical Length Borrower* Information 

Purchase equipment — — - — 

Finance inventoi .es 

General working capital ~ — — — — — — 

Construction - 

Mortgages — 

General line of credit 

Other 



Name of person completing this interview 



Date completed 



From Mntbi curriculum Oulde for thu Nation's Schools, Part II. Strategies lor Teaching Econoimcs: Ba$ic Business and Consurmr 
Ettucttloii (Sa-nnaary), 1979. Joint Council or» Economic Education, 1212 Avenue of the AmencM, New York. NY 10036. 
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GLOSSARY OF CONCEPTS 



Dosic Economic Concepts 

The Dosic Economic Rroblem 

Economic is that branch of the socitd sciences which deals with how people use 
productive resources to satisfy their wants. The basic economic problem confront- 
I ing Individuals, groups of individuals, and entire societies is that resources are 

Umiteil relative to their wants. This basic condition of scarcity requires them to 
make choices about how to utilize these resources most effectively in satisfying 
their wantf^. Were resources available in unlimited quantities, people would be able 
to produce ai^d consume all they wanted. This wonld eliminate the need to make 
many difitxculc decisions about resource allocation. In the absence of such a world, 
people must make choices and, to make such choices, they must have a decision- 
making app/iratus, which w^e call an economic system. 

The basic economic problem of scarcity that has confronted all societies— 
ancient and modem, developed and underdeveloped, capitalist or communist — is 



Rqmdsiced from MasUr CarricyMm Guide in Economics for the Nation's Schools. Part I, A Framework for Teaching Economics: Basic 
Conc^ (N«w York: Joiiit Council on Economic Education, I9T7). pp, 
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th€ central problem from which all other economic problems flow. It is the starting 
point for an understanding of economies. 



L Economic Wants 

Satisfying people's wants for goods and services is the main purpose of eco- 
nomic activity. This is what economics is all about. In modem societies people have 
a wide variety of wants. Some, such as food and belter, are basic or subsistence 
wants. Others, such as snowmoUIes and entertainment, provide the convenience 
and pleasant living most people desire. Still others concem the kinds of work 
people desire and the amount of leisure they seek. Some wants are individual in 
nature, whereas others, such as a family home, are collective. Most wants are 
private, but others are public, such as society's provision for highways, education, 
and national defense. 

The process of satisfying wants is called consumj^ion and the people whose 
wants are satisfied are called consumers. In addition to gocxis and services, 
consumers also want leisure time in which to ei\joy consumption. In some cases 
they also derive certain satisfacUons from the work that is necessary to produce 
goods and services. Thus, we can think of people's wants as having botn consump- 
tion and production dimensions. 

2. Productive Resources 

Before goods and services can be consumed, they must be produced. For this 
to occur, productive resources (also called factors of production) are necessary. 
Productive resources constitute the input to production, while the goods and 
services produced constitute the output. There are seveml kinds of productive 
resources. 

Natural resources are the gifts of nature used to produce goods and services. 
They include land, water, oil and mineral deposits, the fertility of the soil, climates 
suitable for gn wing crops, timber, and so on. Some of these resources are used up 
in the process of production, others renew themselves, while sUll others can be 
renewed through the conscious efforts of i^ple. 

Human resources are people and their physical and mental capacities. The 
number of people available for work and the hours they work constitute one 
dimension of labor input. Another is the quality of the labor skills provided and the 
motivation of thi^ who provide them. The quality of the labor force reflects past 
efforts to improve skills and knowledge by means of education and tuning. 

Capital goods are those things created by mim's past efforts that are available 
to produce goods and services in the future. They include machines, tools, and 
factories. The kinds of capital goods used and how they are used reflect the state of 
technology which, in turn, is a reflection of scientific knowledge and the resources 
devoted to acquiring this knowledge. 

Two dimensions of productive resources are often important. One is time 
which is required in the production as well as the consumption of goods; time cannot 
be recaptured, stored, or renewed. All people face the prospect of finite days and of 
finite lives, thereby forcing them to mak^ decisions about how to allocate their time 
among various activities. Space is also important. The amount of living space 
available, the density of nn srea^s population, and the distances that must be 
traveled to carry out economic activities influence economic behavior and are 
influenced by it. 

3. Scarcity and Choice 

The overriding characteristic of all productive resources is that these re- 
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sources are limited relative to human vtants, and that adding: to them requires the 
use of additional resources. Consequently, the goods and services that can be 
produced with these limited resources are themselves limite<!. These two condi- 
tions require that people must continuously make choices about how to use the 
scarce resources available to them. The fact that people's total economic wants 
exceed available resources creates the basic economic problem of scarcity which 
confronts af^ societies. Individuals confront scar**Jty deciding how to allocate their 
limited money incomes among alternate uses, deties face scarcity in deciding 
how to allocate limited productive resources among alternate uses. 

The basic economic problem for all societies is in deciding what goods and 
services shall be produced, which ones shall be foregone or postponed until later, 
and when and how productive resources will be transferred from one use to 
another. Decisions must also be made about how the total output of a society shall 
be divided among its members — that is, how real income will be distributed. 



4. Opportunity Cost and Trade-Offs 

Opportunity cost refers to what must given up when decisions are made to 
use scarce productive resources to produce particular goods or services. A decision 
to produce one good means giving up the possibility of producing something else. 
Thus, the opportunity cost — what could have been produced with the resources 
instead — ^is the cost of prwlucing that good. For an individual, the opportunity cost 
of something purchased is the other things which must be foregone. For a society, 
it is the alternate uses to which productive resources could have been put. 

When a person or a group chooses one good instead, of another, they are 
making a trade-off^hBt is, they are trading off less of one thing for more of 
something else. Society has to make trade-offs too, e.g. , between its need for more 
energy and its desire to preserve the environment. Essentially this involves 
comparing the various costs and benefits of each of the altemati ver,. It also involves 
determining how these costs and benefits will affect different groups within the 
economic system. 

5. .Marginalism and Equilibrium 

Rather than viewing choices as an all-or-nothing proposition, many decisions 
involve small changes — a little more of this or a little less of that. Consumers 
continuously practice marginalism as they consider the effect of purchasing one 
more or one less unit of a consumption good or service. Pro^lucers must decide 
whether to produce more or fewer units of output or to hire or fire additional 
workers. Decisions about small changes are made more often than decisions about 
big changes, and the former are usually easier to assess than the latter. 

An examination of the effect of small or mai^nal changes leads us to the 
concept of equilibrium. Equilibrium is a state of "rest" in which there is no 
tendency for change. When some change does occur in an economy , this tends to set 
off a series of reactions whose effects eventually subside, and a new equilibrium 
occurs, i.e,, there is no tendency for fiirther change. If, for example, prices go up, 
consumers m\\ reBxA by reducing their purchases until they have fully adijust^ to 
the new price— until the level of purchases displays no tendency toward further 
change. This we call equilibrium. In a rapidly changing world, other events often 
intervene before equilibrium is reached, setting off a new process of change toward 
a new equilibrium. The concept of equilibrium is useful, nonetheless, because it 
enables us to analyze the effects of mai^nal changes and the direction of change in 
economic activity, thereby thro\ving light on the trade-offs among alternative 
choices. 
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Economic Sysrems 



6« Types of Econmnic Systems 

The way people and sodeties organize econonuc life to find answers to the 
questions posed above is called an etoiiomic system. An economic system can be 
described as the collection of institutions, laws, activities, controlling values, and 
human motivations that collectively govern economic decision-making. 

We can identify four nuyor types of eronomic systems. One is bas^ on 
fradifio»~that is, people generally repeat the decisions made at an earlier time or 
by an eariier generation* A second is based on command — that is, the decisions are 
made largely by an authority, such as a feudal loni, a dictator, or a government 
agency, and then are passed down to the people who must accept them. The third is 
a system known as a market economy. This is a system of dece^Uralized decision- 
making in which all persons participate by regidtering their desires in the market, 
in their varying capacities as a)nsumers, producers, workei^, savers, and inves- 
tors. The market "^adds up*" these individual de^res and creates out of them 
^gg^e^te forces called demand and supply which in turn determine prices. Prices 
act as signals to pnnlucers, telling them what consumers want, and also act as 
regulators, allocating productive resources and finished goods and services among 
members of society. 

We have ch(^n not to use •^socialism,*' "communism" or "capitalism" to 
describe economic systems because these terms often misunderstood, mean 
different things to different people, and are associated with value biases. No real 
world economy is a pure form of a tradition, command, or decentralized market 
system. Each economy uses somewhat different allocating mechanisms to answer 
the basic economic questions and each has somewhat different institutions, control- 
ling values, and motivating forces at work which affect the operation of the 
economy. 

Most societies are, in fact, examples of mixed economies — that is, their 
economic systems embrace more than one of the above-mention^ kinds of 
dedsion-m£^ng, though usually one dominates* The element of tradition is most 
evident in the rural area& of the less developed countries of Asia and AMca. The 
element of authoritarian command, where the individual has little or no input into 
dedsion-making, is most evident in the Soviet Union, the People's Republic of 
China, and other centrally planned economies. The element of decentralized or 
market decision-making is most evident in the United States, Canada and Western 
Europe. Among Western democracies, however, there exists a great deal of 
diversity in the degree of government planning and in types of economic institu- 
tions. Even in the United States there is a continuing and as yet unresolved debate 
concerning the role of government in economic planning* 

To understand the nature of an economic system, four basic questions must be 
asked; 

First, what is the nature of the "mix" of allocating mechanisms? How many 
economic decisions are left to the market? How many are made by authorita- 
rian command? How many are made*by a representative government subject 
to popular control? Ho\. many are traditioH'^riented? 

Second, what are the most important economic institutions of the society? 

Third, what are the controlling values and motivating forces of the society? 
How well is its economic system j^rforming in the light of its goals? And what 
kinds of policies are being followed to promote the achievement of the goals? 
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Fourth, what significant changes appear to be taking place in the economic 
system? 



These four questions offer a systematic** way of thinking'' about economic systems. 

Finally, it should be noted that people of all societies, regardless of the type of 
economic system, engage in certain basic economic activities. These include prth 
ducing, exchanging, and comuming goods and services, as well as Having and 
investing so that capital goods can be accumulated to increase future pro<iuction. 
These activities take place within different institutional framew orks, depending on 
the kind of economic system. For e^:ample, the pattern of production in a commaml 
economy, such as that of the Soviet Union, will be decided by government plannei^ 
but in a market economy it is decided by the demands emanating from individual 
choices. The distinguishing characteristics of an economic system are thus not the 
economic activities carri^ on but the kinds of economic institutions and the way in 
which decision-making is organized, 

7. Economic Incentives 

In mixed market economies perhaps the most important motivating force 
behind economic behavior is individual self-interest. Consumers allocate their 
limited incomes to increase their total satisfaction. Producers seek to maximize 
their profit and are pushed by the profit motive to combine productive I'esources in 
the most efficient ways to produce the goods and services consumer; want to buy. 
Workers seek to sell their labor w^here the return in money and working conditions 
is highest, just as savers search out high interest rates in capital markets; both ain? 
motivated by self-interest. Similarly, losse? (negative profits) ai^* a signal to move 
resources elsewhere. 

Profits are a particularly important incentive in a market economy. Profit is 
what remains after the costs of production have been deducted from the revenue 
derived from the sale of goods. It is the desire for profit that persuades entre- 
preneurs to establish new businesses and later to change the pattern of production 
(e-g*, from big cars to small cars). It is the profit motive which stimulates manager * 
to make businesses more efficient, to introduce new^ cost-cutting te<'hnologies in 
production, and to compete more vigorously with other businesses for the consum- 
ers' dollars. Realized profits provide an important source of funds for new invest- 
ment and thereby stimulate future growth. Thus, in a competitive market 
economy, profit spurs both efficiency and growth. 

Not all economic decisions in the U.S. economy are left to individuals. People 
form themselves into groups and use group pressure, both in the market and 
through political processes, to achieve their goals. For example, workers form 
labor unions and engage in collective rather than individual bargaining over wages, 
and companies use trade associations to lobby in Congress for favorable tax laws. 
The m^jor motivations here >re to serve the interest of individual workers and the 
owners of individual businesses. Government also plays a mgyor role in the U.S. 
economy and seeks through its activities to nhance the general welfare of the 
people. This includes establishing conditions to foster the opportunities for indi- 
viduals, businesses, and groups to achieve their own interests. 

In other economic systems, different motivating forces have been evident. In 
command countries, for example, much emphasis is placed by people in authority 
on the contribution individuals and groups can make to the welfai^ of the state 
rather than to their own personal interests. In some earlier societies, a major 
motivation was glorifying the ruler (e.g., building pyramids in Pharoah's Egypt), 
God (e.g., building cathedrals in medieval Europe), or the state (e.g.. Hitler's 
Germany). Whatever the motivations may be, they will influence the form of the 



85 



ERLC 




economic system and the way it functions. 

8. Speciaiizationt Comparative Advantage and the Division of Lalnir 

Modem economic :$ystems are based on specialization because it permits 
scarce resources to be usetJ more efficiently. Specialization occurs when an eco- 
nomic unit produces a narrower range of gcxnis and services than it consumes. 
Specialization can be practiced by an individual, by a business, by a region, or by a 
country. Regions of countries, for example, normally specialize in the production of 
those goods and services which they are best fitted to produce, given their particu- 
lar endowment of productive resoun?es, and they buy the rest of what they need 
from other regions. Specialization is the basis of both domestic and international 
trade. 

The principle of comparative advantage determines which particular goods 
and services can be prcniuced most efficiently and by which countries. It states that 
the greatest gain in total output mil <K!cur if each country specializes in producing 
those goods and services which can be produced with the greatest relative effi- 
ciency. In fact* however, a complex system of tax incentives, tariffs, quotas and 
other regulations influences patterns of international trade and investment. 

The concept of dimsioji of labor is closely related to comparative advantage. 
Productive tasks are divided among workers so as to take advantage of the gains 
from worker specialization. Because of the division of labor, individuals must 
purchase many of the goods and services they need from others. This has led to the 
development of an exciiange economy and the use of money to facilitate exchange. 

9. Voluntary Exchange 

When two individuals decide to exchange something (e.g. , A buys a radio from 
B), we know that both A and B ar* better off in their own minds, for otherwise they 
would not have traded. Voluntary exchange is an important feature of the Ameri- 
can and other market-oriented economies. Individual^, groups and regions 
specialize in the production of particular goods and in the j^rformance of particular 
services, producing more of them than they themselves wish to consume. They 
then exchange the surplus for goods and services produced by others, and all are 
better off as a result. Since barter is clumsy, money has been developed to facilitate 
exchange. When buyers and sellers come together to engage in exchange, we say a 
market exists. Markets and prices, as explained below, constitute the principal 
allocating mechanism of the American economy, determining what goods and 
services will be produced, how they will be produced, and who will get them. 
Underlying this mechanism is the concept of voluntary exchange. 

10. Interdependence 

When an economy is based on specialization and exchange, as most modem 
economies are, the people of the economy become interdependent. The American 
economy is characterized by a high degree of interdependence — among individu- 
als, businesses, and regions. One way of demonstrating both interdependence and 
the overall structure of the economy is through a diagram (see Figure 4) showing 
the circular flow of finished goods and services, productive services, and money 
payments. 

In the private sector households provide their labor, savings, and property to 
businesses which use them to produce consumer goods and services; these are then 
sold to households. This circular flow of productive resources and finished goods 
and services is paralleled by a reverse flow of money. Producer pay wages, 
interest, and other forms of income to households who then spend the noney 
buying goods and services from producers. 
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Figure i 

THE CIRCULAR FLOW 
OF ECONOMIC ACTIVITY 




capital) 
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The presence of the government sector (not shown in Figure 4) results in 
additional flows of pnxiuctive services from households and businesses to govern- 
ments, and of goods and services from governments to households and businesses. 
The counterflow of money is one of wages, interest, and other forms of income 
moving froni governments to households and businesses, and of money payments, 
including taxes, moving from households and businesses to governments. 

n. Government Intervention and Regulation 

In the American economy the questions of what to produce, how to produce 
it, and how to share it are not left exclusively to free market forces. In our mixed 
economy, govem^nent plays a key role. Government influences the allocation of 
resources in several ways. Control over the proditction of some goods and serv- 
ices (such as national defense, highways and justice) has been removed from the 
private sector and placed in the public sector where government makes the im- 
portant decisions. Government also intervenes in many markets with regulations 
and controls with the intent to improve upon the results produced by the free 
play of market forces. Examples are public utility regulation, tariffs, minimum 
wage laws, and antipollution and safety r^uirements. Finally, through its ta^^ig 
and spendbig activities, government shifts control over resources from private 
hands to the public, and it also redistributes income among individuals through 
transfer payments. These activities influence what and how much will be pro- 
duced, how it will be produced, and how it will be shared or used. 

Microeconomics: Resource Allocation and Income Distribution 

Microecopiomics is the study o^ the behavior of individual households, firms 
and markets, of how pri?es and outputs are determined in those markets, and of 
how the price mechanism allocates resources and distributes income. To under- 
stand what goods and services an economy will produce requires that we know how 
the prices of goods and services are determined, how these prices determine the 
pattern of production, and how this pattern is influenced both by the structure of 
markets and by government actions. 

12* Markets, Supply and Demand 

As already stated, the market is a mechanism whereby individual buyers and 
sellers register their decisions to buy or sell goods and services and productive 
resources. The market **adds up" these individual decisions and creates out of th^m 
aggregate forces known as supply and demand. As a general rule, supply and 
demand thus constitute the sum total of all the individual decisions to sell and to buy 
in the market. Interacting with one another, they determine the price of what is 
bought and sold. 

Supply indicates the amounts of anything that will be offered for sale at 
various possible prices during sor/<^ j^riod of time. Generally, the higher the price 
of something, the more of it will be produced and offered for sale — and /ice-versa. 
Demand reflects the amounts that consumers will be willing and abk to buy at 
various possible prices during the same time period. As a general rule, ti.« lower 
the price, the more will be demanded — and vice-versa. The market price of some- 
thing is the price that prevails in the market at a particular time. In competitive 
markets, it reflects the conditions of supply and demand; in other markets, it may 
reflect monopoly influences or governmental regulation. 

13. The Price Mechanism 

Market prices constitute the principal allocating mechanism of the American 




economy. Prices act as "signals/' flashing information to households, producers, 
workers, savers, and investors, helping them to decide what are the most rational 
and profitable d^ions to make in the market. The array of prices confronting 
individuals and households, for example, helps to determine the way they will 
spend their limited incomes. Wages and salaries (the price of labor) determine the 
incomes of workers and also allocate lalK>r among different uses. Interest rates (the 
price of debt capital) determine what kinds of investments will attract money 
capital. The prices of finished goods relative to costu indicate to producers the most 
profitable items to produce while the prices of productive resources determine 
their costs of production. Changes in prices affect the way consumers spend their 
money, where workers work, how savings are invested, and what producers 
produce. 

Prices also are a rationing device for allocating goods and services among 
consumers and productive resources among producers. If, for example, a freeze 
destroys half the Florida orange crop, the reduced supply will lead to higher prices 
which ration out those who are unwilling or unable to pay the higher price. If a new 
technological development makes it possible to produce minicalculators more 
cheaply, the lower prices will enable more consumers to buy them. Buyers bid 
against one another for scarce resources; sellers compete with one another for 
customers. The resulting prices reflect the relative scarcity or abundance of goods 
I nd determine who gets them and who goes without. 

14. Competition and Market Structui^ 

Some knowledge of nfiarket structure is essential to understanding how a 
market economy fiinctions and how prices, costs, and output levels are determined. 
The term market structure refers to the degr^ of competition prevailing in a 
particular market and the extent to which the government under various laws 
intervenes in the market to influence the pricing process and the rate of profit. 
Some markets are highly competitive in that there are many sellers, none of whom 
can affect the market price, and entry into and exit from the industry are relatively 
easy. Other markets are dominated by a small number of sellers whose individual 
actions can affect and sometimes control prices, where entry is difficult, and where 
as a consequence substantial market power may rest with a few producers. The 
continuum of market structures runs from highly competitive to monopolistic. 
There are many cases between these two extremes. Foreign "cartels" (such as 
OPEC) represent still another device for altering the effects of competition. The 
purpose of antitrust laws has been to try to maintain competition so the market 
economy will function more effectively and serve consumers better. 

No effort should be made to introduce precollege students to the various cost 
curves used by economists to illustrate various detailed market situations. Such 
students should, however, develop an intuitive understanding of these different 
kinds of markets and, when confronted by a particular situation, should instinc- 
tively think in terms of such things as the number of sellers, the degree of product 
differentiation, possible barriers to the entrj^ of new firms, possible collusive action 
among sellers, the role of the government in the market, and the level of profits 
earned. The important thing for students to realize is that prices, which determine 
what and how much will be produced, are themselves affected by the competitive 
structure of various markets. 

15. "Market Failures*': Lack of Information, Resource Immobility, 
Externalities 

Other factors in addition to supply and demand, market structure, and gov- 
ernment intervention to prevent monopoly affect the functioning of the market 
mechanism. 
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Lack of knowledge of market conditions on the part of consumers, workers, 
and managers of small businesses affects the decisions they must make and the 
efficiency with which the market mechanism affects the allocation of resources. 
Consumers, for example, are not always well-informed about the quality of the 
products on sale or of the alternatives they have. Unemployed wwkers may not 
know of job opportunities in nearby labor markets. Managers of small businesses 
may be unfamiliar with the nature and the amount of the demand for their prod- 
uct or with the extent of the competition. The high costs of obtaining accurate 
information needed for the market mechanism to operate more efficiently have 
often given rise to public provision of information* 

Resource immobility can also result in a less-than-perfect functioning of the 
market mechanism. Workers, for example, may not be able to move from declin- 
ing to expanding industries l^ause they lack the specialized skills needed or do 
not have the money needed to relocate themselves. Various public policies have 
been developed to deal with these problems. They include consumer education 
and consumer legislation, manpower training programs, and special information 
and credit facilities for small business executives. To the extent that these 
policies succeed, the market mechanism will operate more efficiently. Govern- 
ment intervention, however, does not always work effectively; and sometimes it 
can militate rather than mitigate market imj^rfections. 

Externalities are side-effects that result w^hen the production or consump- 
tion of a good or service in the market directly affects the welfare of others, 
without being reflected through the price mechanism. Externalities occur in lM)th 
production and consumption, and they can have positive or negative effects. For 
example, cigarette smoking is increasingly viewed as having detrimental effects 
on nonsmokers in close proximity to smokers; on the other hand, more schooling 
is regarded as improving the well-being not only of the individuals receiving the 
schooling but also of others through the creation of a better-educated society. 
Polluting firms along rivers reduce the pleasure derived by people who might 
swim or fish in the river. 

Externalities can be treated in various ways. Positive externalities (resulting 
from education, for e::ample) can be stimulate by subsidizing those activities 
which produce them. Negative externalities (resulting from pollution, for exam- 
ple) can be corrected directly by those who produce the externalities, or indi- 
rectly by taxing those who produce the externalities, by giving subsidies to help 
to eliminate the externalities, by compensating those i^ople adversely affected 
by them, or by direct legal prohibition. If no correction occurs, as often happens, 
the result is that social welfare is less than it would otherwise be. At the same 
time, government efforts to correct for e^'temaiities are not always successful. 

16. Income Distribution and Government Redistribution 

The size of a person's money income largely determines his or her share of the 
total of goods and services produced. Students should have some knowledge of the 
sources of personal income and how income is distributed in the U.S. Students 
should also learn how nongovernmental forces (e.g., unions, inflation, business 
conditions, and unemployment) and governmental policies (e.g., tax and transfer 
policies) influence this distribution. 

Sources of I ncowe. The ftinctional distribution of income focnses on the main 
sources of personal income: wages and salaries, rent, interest, dividends, the 
earnings of unincorporated enterprises, and transfer payments. Except for the last 
source, these are the rewards people receive for contributing their labor, savings, 
and intellectual and entrepreneurial skill to the productive process. Transfer 
payments, which have grow^n rapidly in recent years, are government payments 
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that require little or no current productive activity in return, although in some 
eases productive activity may have been performed in the past. The most impor- 
tant transfer payments are social security benefits, welfare payments, food 
stamps, unemployment compensation, veterans benefits, and old-age airisistance. 

Income Distribution. The size distribution of income shows the number of 
families arrayed by different levels of income. The basic force determining the 
distribution of income is the market which establishes the value of a person's 
services and compensates him or her accordingly. Other forces are also important. 
Inherited wealth, the ownership of property, custom and tradition, and the influ- 
ence of strong organizations such as labor unions, employer associations, and 
government intervention also play a role in determining the pattern of personal 
income distribution. 

GoveiDiment Modifications. Government policy, as provided by law, has a 
m^or effect on the distribution of income. Taxes take money away from people; 
government spending and transfers put it in their hands. A progressive income tax 
takes a larger percentage of income from those with higher incomes. Government 
spending for the most part is not designed to redistribute income. Transfer pay- 
ments on the other hand are more frequently redistributive in their effect by being 
dir^ted to those with low incomes. Not all transfer payments, however, go to 
people with low incomes. 

Nongovernmental Modifications. It is important to undei^stand the role of 
organized groups such as businesses, unions, and farmers in seeking to alter the 
distribution of income. An increase in the total income of the nation permits 
everyone to have a larger a mo?oi^ (though not to an unlimited extent). But various 
business, labor, farm, and other groups, including such groups as the poor, the 
veterans, and the elderly, seek continuously to expand their s/ia re of total income. 
If these groups together try to obtain too much— the total claims on resources 
exceed w*hat is available — either inflation or unemployment will result, or others 
will receive less. Finally, other practices and customs, such as discrimination and 
tradition, also help to shape the distribution of income. The distribution of income 
and the extent of redistribution are controversial policy areas, with many decisions- 
made through the political prtKfess. 

Mocroeconomtes: Economic Stability and Growth 

Macroeconomics is the study of the functioning of the economy as a w^hoie — of 
the total output of the economy, the total level of employment, and movements in 
the average level of aJ) prices The essence of macroeconomics lies in analyzing the 
determinants of aggregate supply {the total productive capacity of an economic 
system) and of aggregate demand (the total spending by economic units on the 
goods and services produced). In the short run, the main problem of macro- 
economics is w*hy aggregate demand sometimes exceeds and sometimes falls short 
of aggregate supply, thus bringing on inflation and/or recession. In the long run, 
macroeconomics is concerned primarily with economic growth — increases in the 
productive capacity of the economy and average real income per person. 

17* Aggregate Supply and Productive Capacity 

Aggregate supply is the total amount of goods and services an economy can 
produce when all of its resources are fully and efficiently employetl. This full- 
employment productive capacity of the economy is substantially fixed at any 
moment of time, but it can grow over time with increases in the labor force, 
improved education and training of workers, more saving and capital investment, 
discovery of new resources, and technological advances. 
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18. Aggregate Demand: Unemployment and Inflation 

Aggregate denmfid is the sum of spending on goods and services in any time 
period by individuals, households* businesses, and governments. When aggregate 
demand falls seriously short of what the economy is capable of producing at full 
employment, and wage rates are relatively inflexible, unemployment and reces- 
sion or depression will result. When aggregate demand is greater than aggregate 
supply at full employment, inflation results. Keeping aggregate demand roughly 
equal to full*employment aggregate supply is one key to maintaining a full- 
employment economy without s^erious inflation or unemployment. Thus, in analyz- 
ing ^gregate demand, it is important to study the basic forces controlling spend- 
ing by households, business, and governments. 

Some unemployment occure for reasons in addition to inadequate aggregate 
demand. Some people lack the skills or education to fill jobs even when aggregate 
demand is high. Other people reside in depress^ areas where job opportunities are 
limited. And some p^ple are the victims of discrimination in employment. This 
means that a variety of policies is needed to deal with unemployment. 

Inflationary presj$ures can also be generated by the actions of businesses and 
unions in key industries where they push up wages and prices; this is known as 
''cost-push inflation.'* Supply shortages, often of a temponiry nature, can push up 
prices, sometimes enough to affect the overall price level. Again, aggregate de- 
mand policies are not always the most appropriate way to restrain inflationary 
forces. 

19. Price Level Change 

The gross natioml product, GNP — the total value of all goods and services 
produced — and national income account measure the total output of an economic 
system. In using these data, it is important to distinguish between changes in real 
output and changes that merely reflect price increases or decreases; the former we 
call "real income" or "real GNP," and the latter nominal income or nominal GNP. 
When inflation occurs, money income rises faster than real income, as the price 
level (the average of the prices of all goods and services) rises* This forces individu- 
als and businesses to make adjustments both to higher prices and to changes in 
relative prices of different goods and services. Unemployment brings even greater 
social losses, in human and nonhuman productive capacity wasted and in the soQkl 
and economic costs of unemployment to the individuals concerned. When society 
must face a trade-off between the two, difficult problems of measurement, com- 
parison, and choice are involved. 

20. Money and Monetary Policy 

The government has two msgor ways — monetary policy and fiscal policy—of 
trying to keep the level of aggregate demand roughly in balance with the growing 
productive capacity of the nation. Monetary policy seeks to affect the amount of 
money in existence and its cost (interest rates). This is the responsibility of the 
Federal Reserve System, a quasi-independent government agency. 

Money is genei^ly defined as the sum of currency (cash) and demand de|K)sits 
(checking accounts) in banks. Currency is printed or coined by the government but 
the bulk of the nation's money supply, demand deposits, is created by the banking 
system. The banking system increases the money supply by making loans to 
individuals, businesses, juid the government. This lending creates more demand 
deposits and thus increases the spending power of the economic units which make 
up a^r^te demand. 

Banks are required to hold r^rves behind \heir deposits. The principal but 
not the only instrument of Federal Reser\^e monetary policy is control over these 
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i^serves which are held on deposit at Federal Resen^e Banks. If the Federal 
Reser\^e provides the banks with more reserves, this permits them to lend mure to 
the public, thus making possible an increase in aggregate demand. Conversely, a 
"tight money'* policy, which involves holding down the size of bank resen'es, means 
restraining aggregate demand. 

Monetary policy today is an area of considerable controversy with economists 
divided on what Federal Reser\- e policy ought to be. We still have much to learn 
about how to manage the money supply so as to achieve economic stability, 

21. Fiscal Policy: Taxes, Expenditures, and Tniiisfers 

Fiscal policy consists of changes in taxes, goveiTiment expenditures on goods 
and services, and transfer payments to control the level of aggregate demand. 
Generally, when the government increases spending on goods and services or on 
transfer payments but does not correspondingly increase tax receipts, total aggre- 
gate demand will be stimulated and push the economy tovvanl more employment or 
inflation. Conversely, when government reduces expenditures without reducing 
tax receipts, aggregate demand will be reduce<l and push the economy toward less 
employment or less inflation. Similar effects can be obtained by cutting or increas- 
ing tax receipts, with government expenditures being held constant. 

Students should have a rough idea of the magnitude of government expendi- 
tures and taxes, and should know something atK)Ut the practical problems of 
increasing or decreasing taxes and expenditures flexibly. They should see the 
difference between government purcha^s of goods and services, which provide 
jobs directly, and transfer payments (unemployment insurance, social security 
payments, and ^he like), which change recipients' incomes but do not directly 
provide jobs or use up productive resources. As with monetaiy policy, we still have 
much to learn about fiscal policy and how to use it to achieve stable economic 
groN^th, It is important to understand both its potentialities and its limitations. 

22. Economic Growth 

Economic sp\>2vtk is generally defined as the increase over an extended period 
of the total production of the economy and output per person. If a growing 
population is to be able to consume more goods and services, more must be 
produced. Economic growth also creates jobs for our growing labor force. Finally, 
there are many claims on our economy's output— for more consumer goods and 
capital goods provided through the private sector as well as more national defense, 
mass transit, and other social programs provided through the public sector. If the 
economy does not grow, then one i^rson or group can have more only if another 
person or group receives less. Such a situation generates both inflationary pres- 
sures and social tensions. 

In recent yp^rs, the national desire for gro\vth has been qualified by a concern 
over some of its adverse side-effects — air and water pollution, urban congestion, 
destruction of the natural beauties of the environment by strip-mining, urban 
sprawl, etc. Hence, the quality of growth is also important. This issue can be 
understood by using the tools of economic analysis already developed. For exam- 
ple, air and water pollution are examples of negative externalities; we face oppor- 
tunity costs and tradeoffs as we seek to expand our energy supplies and also 
protect the environment. Preserving the quality of life will require acceptance of a 
slightly slower rate of growth as some productive resources are diverted into social 
and environmental projects that will offset some of the negative effects of eronomic 
growth. 

23. Saving, Investment, and Productivity 

Economic analysis gives us a framework for understanding the growth proc- 




ess: why some countries grow faster than others, and why growth rates vary over 
the years. 

Increasing the supply of inputs — natural resources, labor* and capital — leads 
to an increase in output. Over the yeai^ some of the nation*s economic gn»^th has 
resulted fh)m increases in the size of the labor force and the stock of capital. 
Another main source of growth is increased productivity, meaning that resources 
are used more efficiently so that there is increased output per unit of input. 

Saving and investing is the heart of the growth process since an increased 
stock of capital contributes to both increased production and increased produc- 
tivity- Saving occurs when inuividuals, businesses, and the ea)nomy as a whole tlo 
not consume all of current income or output, hivestnient occurs when these savings 
are used to increase the economy's productive capacity by developing new technol- 
ogy and by building new factories, machines and tiie like. Or savings may be 
invested in human beings through education and training or in resear.n and 
development. From an individual standpoint saving represent income not spent 
but placed in financial institutions, such as banks, savings and loan associations, 
and pension fiinds, which transfer them to those who wish to buy capital goods. In a 
real senst, saving and investing represents a diversion of productive resources 
from consumption into the creation of capital goods which make growth possible. 

Government actions and policies may have both positive and negative effects 
on productivity. Historically government has encouraged growth and productivity 
increases by its investments in transportation, education, and agricultural re- 
search. Government has also provided a fhimework of law and political stability. 
On the other hand, growth and productivity increases are sometimes hampered by 
government actions, such as rules which serve particular greups rather than the 
general welfare, tax policies which adver^ly affect saving and investment, and 
regulated prices which prevent resources from moving into other more productive 
uses. 

The Worid Economy 

1!4* International Economics 

Finally, economists are concerned with eccnomic relations among nation- 
states, including international trade and investment and international monetary 
relationships. 

In general, economists use the same tools of analysis to understand the world 
economy as they do to understand a national economy. The prindples underlying 
international trade are the same as those underlying domestic trade. Goods and 
services are sold in international markets at prices determined by demand and 
supply. However, special problems arise in international analysis because of the 
existence of national boundaries and different monetary systems. Moreover, the 
free functioning of market forces is modified in many international markets by 
government intervention in the form of tariffs, quotas, subsidies, state trading, 
and cartel action (e.g., oil). 

The principle of comparative advantage explains why countries specialize in 
producing particular goods and services. Exchange rates indicate the relative 
prices of different currencies and indbectly the relative pric^ at which th^ goods 
and services are traded. Exchange rates are determined by the forces of supply and 
demand in foreign exchan^ markets with varying degrees of government inter- 
vention influencing the actual rate. 

Economic growth is a universal concent but is particularly important to the 
developing nations which need to increase productivity to raise living standards. 
International investment and technology transfers are two important processes for 



94 ^ 



promoting the growth of nations. Thest? may be transmitted from one countr)- to 
another either through private channels (private business investments, including 
those of multinational corporations) or through public channels (foreign aid, loans 
by international organizations). Inflation and recession are also international 
phenomena, being tninsmitteii from one country to another by changes in incomes, 
prices, international trade, and capital movements. 

ECONOMIC INSTITUTIONS 

The institutions of an economy are of several kinds. There are formal i irganiza- 
tions, such as households, coriwrations, government agencies, banks, labor unions, 
and cooperatives. There are also the customary ways of doing things, such as the 
use of money and of collective bargaining. And there are common prevailing sets of 
beliefs which {^rvade an economic system. The nature of economic institutions 
varies depending on the kind of economic system, although some institutions are 
common to almost all systems. 

In the United States the household is the typical unit of consumption, the 
private firm (which can take various le^l forms, such as the corporation or the 
partnership) is the typical unit of production, workers organize into labor unions to 
further their interests, government agencies play an important regulatory role in 
our economy, and some state-owned enterprises (such as the Tennessee V' alley 
Authority, the Post Office, and municipal bus lines) produce gcxnls and services. 
Students should know that other economic systems use different in.stitutions. For 
example, China carries on agricultural production through communes and the 
Soviet Union through collective farms. Israel has its kibbutrim where f^ople work 
voluntarily on collective farms. In Sweden and Finland cooperatives are impor- 
tant. Banks flourish in almost ever>^ country. 

We also have institutions which reflect customary ways of doing things. 
Students should know that almost all societies — except for some primitive 
tribes — use money as a medium of exchange and a measure of value. All societies 
have some system of property ownership. In some, such as the United Stales, 
private ownership of property is emphasized. In others, such as China, public 
ownership is the rule (although this does not necessarily mean that there is public 
input into decision-making). Government planning is highly centralized and com- 
prehensive in the Soviet Union, more decentralizeil in Yugoslavia, and nondirec- 
tive ('indicative") in France. Some institutions are limitetl to certain types of 
economic systems, such as collective bargaining in democratic indu.strial countries. 

Cultural traditions of societies also influence the pattern of economic behavior. 
Examples are the highly visible "work ethic" of the Japanese, the nonmateriaiistic 
philosophy of certain Buddhist countries, and the monthly pattern of retail sales in 
the United States with buying peaks in the spring and just before Christmas. 

The performance of these economic units varies across time and place, in part 
because economic institutions reflect the interplay of individuals pursuing .M)me- 
what different goals and objectives. Moreover, these goals and objectives are 
constantly evolving in response to the way these institutions affect economic 
performance. Some economic units or groups possess greater power than others 
and, consequently have greater potential for affecting the institutional framework 
N^ithin which economic activity Mcurs. Because economic institutions play such a 
central role in every economic system, an understanding of them is essertial to 
interpreting how market forces operate to aliwate scai^ce resources among compet- 
ing wants. 




MEASUREMENT CONCEPTS 

A number of measurement concepts can help in explaining economic develop- 
ments and assessing economic perfommnce. These concepts are not unique to 
economics nor are they limited in their use to the social sciences. Many of these 
concepts might be incorporated into the mathematics cumcuium but taught with 
an emphasis on their applicability and usefulness in understanding economics. 



h Averages aiMl Distributions Around the Average 

Students should be able to distinguish, for example i between the total Gross 
National Product and per capita or average GNP. They should also understand that 
an avera^ tells nothing about the distribution of values around the average. Per 
capita income, for example, provides no information about how income is distrib- 
uted. Instead, an array of the number or percentage of inrome recipients by levels 
of income is required to show how income is distributed, 

2. Amounts versus Rates 

Students should be able to distinguish between, for example, the amount of 
unemployment (the number of unemployed workers) and the simple percentage 
unemployment rate (unemployment expressed as a percentage of the labor force), 
or between the amount of Gross National Product and its rate of growth (percent 
per year increase in GNP). 

3. Index Numbers 

Index numbers are useful statistical devices for measuring average changes in 
such things as consumer prices and industrial production. Students should know 
that, for example, the Consumer Price Index measures the average change from 
some earlier base year in the prices paid by urban blue-collar and clerical workers 
for the collection of goods and services they usually purchase. 

4. Real versus Nc inal 

Students should be able to distinguish between nominal or money GNP which 
is measured at current prices, and real GNP which is money GNP adjusted to take 
account of price changes. If prices increase, for example, the amount of real GNP, 
as measured in last year's prices, will be less than nominal or money GNP. 

5. Ratios 

Ratios express tho relationship of one numerical value to another- An example 
would be the roughly 2:1 ratio of unemployed black youths to unemployed white 
youths. 

6. Tables 

Tables are used to display numbers in a concise fashion and to reveal particular 
relationships among quantitative data. A tax table, for example, shows the 
amounts of tax to be paid for each different income level. 

7. Graphs and Charts 

Graphs are used to plot the relationships among different data* One example 
would be demand and supply curves which plot the relationship between price and 
the amounts of a good (rffered for sale and demanded in the market. Other examples 
would be bar charts comparing, say, the percentage unemployment rates of differ- 
ent subgnmps of the population, or "pie'* charts showing, for example, the way tax 
revenues are spent. 
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SUGGESTED SUPPLEMENTARY MATERIALS AND 
SOURCES OF INFORMATION 



Vast amounts of teacher and pupil materials are avui- 
ablf; on basic business and consumer education topics. 
What follows is a brief selection from a variety of 
sources. These are not intended as a definitive listing 
of appropriate materials but rather as a guide to lead 
interested economic educators to useful commercial 
and noncommercial products. 

M^for Naticmal Organizaftioiis 

The following organizations publish journals, newslet- 
ters, ami monographs on economic affairs, many of 
which relate to basic business and consumer education 
topics. We advise you to write to obtain catalogs and 
onfering information. 

AFL-CIO 

Education Department 
815-16th Street, NW 
Washington, DC 20006 

American Council on Consumer Interests 
162 Stanley Hall 
University of Missouri 
Columbia. MO 65211 

American Home Economics Association 
2010 Massachusetts Avenue, NW 
Washington, DC 20036 

American Stock Exchange 
86 Trinity Place 
New York. NY 10006 

Chamber of Commerce of the United States 
1615 H Street, NW 
Washington. DC 20006 

Changing Times Education Service 
1729 H Street, NW 
Washington, DC 20006 

Consumer Education Division 
Federal Trade Commission 
Washington, DC 2u580 

Consumers Union 
256 Washington Street 
Mount Vernon, NY 10550 

Council of Better Business Bureaus, Inc. 
n50-17th Street, NW 
Washington, DC 20036 



Federal Reserve System (all 12 districts) 
20th Street and Constitution Avenue. NW 
Washington, DC 20551 

Fund for Education in Economics (American Bankers 

Association) 
1120 Connecticut Avenue, NW 
Washington, DC 20036 

Future Business Leaders of America 
Phi Beta Lambda. Inc 
1908 Association Drive 
Reston. Virginia 22091 

Money Management Institute. 
Household Finance Corpwration 
Prudential Plaza 
Chicago, IL 60601 

National Business Education Association 
\9G& Association Drive 
Reston, VA 22091 

National Consumer Finance Association 
1000- 16th Street, NW 
Washington, DC 20036 

National Council for the Social Studies 
I20M6th Street. NW 
Washinston, DC 20036 

National Foundation for Consumer Credit (NFCC) 
1819 H Street. NW-Sutle 510 
Washington. DC 20006 

New York Stock Exchange 

1 1 Wall Street 

New York. NY 10005 

Office of Consumer Affairs 
621 Reporters Building, SW 
Washington, DC 20201 

Office of Consumers Education 
U.S. (Mfjce of Education 
Department of HEW 
330 Independence Avenue. SW 
Washington. DC 20201 

The Conference Board, Inc. 
85 Third Avenue 
New York. NY 10022 



Selected Periodicals and Pamphlets 

Balance Sheet, The. South- Western Publishing Co., 
510J Madison Road, Cincinnati, OH 45227. Provides 
business education and economics teachers with 
many informative articles dealing with instructional 
techniques. In addition, has discussions of various 
issues relevant to teaching basic business and con- 
sumer education coun»es. 

Business Eduvation World. Gregg Division, McGraw- 
Hill Book Company, 1221 Avenue of the Americas, 
New York. NY 10020. Bimonthly during the school 
year. Focuses on teaching strategies and issues for 
the business education teacher. Includes articles 
for the consumer and basic busine«$s teacher. 

Business Exchan^ie. Houghton Mifflin Book Company, 
1 Beacon Street, Boston, MA 02l07. New periodical 
for the business teacher. The first issue, dated 
October 1978, focuses primarily on basic business 
topics and teaching strategics. 

Business Conditions. Federal Reserve Bank of 
Chicago, Box 834. Chicago, IL 60690. Monthly. 
Designed to provide information to businessmen and 
bankers on the economic and business conditions of 
the nation, with particular emphasis on the Middle 
West. 

Chanffinf; Times. The Kiplinger Washington Editors, 
Inc., 1729 H Street, NW, Washington, DC 20006. 
Monthly. Designed to assist consumers in making 
wise decisions and to provide them with sufficient 
information to make choices between alternatives. 
Classroom copies are available at specia! reduced 
rate. 

Consumer Reports, Consumers Union of the United 
States, Inc.. 256 Washington Street. Mount Vernon, 
NY 10550. Monthly. Includes articles on products 
tested, current consumer legislation, and analysis of 
various consumer issues. Classroom copies are 
available at special reduced rate. 

Facts and Fifiures on Government Finance. Tax 
Foundation, Inc., 50 Rockefeller Plaza, New York, 
NY 10020. Annual plus monthly newsletters. In- 
valuable source of information on government taxes 
and expenditures as well as the impact of taxes on 
individuals and businesses. 

Finance Facts. National Consumer Finance Associa- 
tion, Educational Services Division, 1000- 16th 
Street, NW, Washington, DC 20036, Monthly. On 
consumer financial behavior. Contains data on in- 
come, prices, employment, and so on. The associa- 
tion also publishes an annual fact book that provides 
information on population, consumer spending, and 
consumer income. 

Historical Chart Book. Publications Services. Division 
of Administrative Services, Board of Governors of 
the Federal Reserve System, Washington, DC 
20551. Monthly and annual. Covers major economic 
and financial data sets for the American economy. 
Charts are of sufYiciently good quality to make into 
transparencies. 

Journal of Business Education, The. Heldref Publica- 
tions, 4000 Albcmarie Street. NW. , Washington, DC 



20016, Monthly fron October to May. By subscrip- 
tion only. For the business education teacher. 
Articles relate to all areas of business education, 
including consumer education and other basic busi- 
ness courses. 

Life Insurance Fact Book. Institute of Life Insurance, 
277 Park Avenue, New York, NY 10017. Annual. 
Contains data on the m^or types of insurance, the 
amount enforced, benefits, uses of insurance 
money, and so on. Provides students with an 
innlepth look at the American life insurance indus- 
try. 

Money. Time, inc., 541 North Fairbanks Court. 
Chicago, IL ^)6ii. Monthly. Ready source for stu- 
dent projects and activities. 

Money Management Institute Memo. Money Man- 
agement Institute, Prudential Plaza, Chicago, IL 
60601. Contains ideas and information relating to 
managing money that have immediate applicability in 
the classrmim. Also includes up-date for teachers on 
the availability of materials. 

Road Maps of Industry. Education Department, The 
Conference Board, Inc., 845 Third Avenue, New 
York, NY 10022, Very useful tool. Provides 
teachers with data relating to the level of business 
activity, technological change, wages, inflation, and 
so on. Also has charts and tables sufficiently large to 
make into transparencies. 

Source Book of Health Insurance Data, Health Insur- 
ance Institute. 277 Park Avenue, New York, NY 
10017. Booklet. Provides data on the extent of 
coverage, number of people covered, and cost of 
coverage as well as trends in the health insurance 
industry. 



TextlHioks 

Conover, Hobart H.: B. Bertha Wakin; and Helene L. 
Zimmerman. General Business for Today's World. 
Boston: Allyn and Bacon, Inc., 1977. Topics 
covered in this high school text include careers, 
economic systems, credit, communication systems, 
transportation and postal services, money and bank- 
ing, insurance, investments, money management, 
government services, labor- management relations. 

DeBrum, S. Joseph; Peter G. Haines; Dean R. 
Malsbary; and Anne Scott Daughtrey. General Bus- 
ine.ss For Economic Understanding. l!th ed. Cin- 
cinnati: South-Westem Publishing Company, 1976. 
Topics covered include the economy and how it 
works, careers, money management, banking ser- 
vices, credit, insurance, saving and investing, com- 
munication. trans{H)rtation, government, labor and 
world trade. Considerable emphasis on careers 
throughout the entire book. 

Hopkins, Charles R.; Thomas B. Duff; Robert E. 
Gades; and Dennis C. Lytle. General Business in 
Our Modern Society. Encino, Calif.: Glenct^ Pub- 
lishing Company, 1979. High school text. Book is 
divided into five parts including (1) The Private 
Enterprise Economy — Business and Government; 
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(2) Money. Banking and Consumer Credit; (3) Con- 
sumer Decision Making am! Money Management; 
(4) Building Financial Security; and (5) Planning 
Your Career. Considerable emphasis on developing 
economic understanding of the roles of consumer, 
wage earner, ind citizen. Supportive materials are 
available. 

Jcllcy, Herbert M., and Robert O. Hermann. The 
American Consumer: Issues and Decisions. 2nd ed. 
New York: Gregg Division/McGraw-Hill Book 
Company, Topics covered include consumer 
planning and decision making, buying goods and 
services* housing, savings and investing, insurance, 
credit, taxes and government services, consumer 
protection, and consumer law. 

Maedke, Wilmer O.; Charles C. Buardman; Ross E. 
Lowe; and Charles A. Malouf. Consumer Educa- 
tion. Encino, Calif.: Glencoe Publishing Company, 
1979. High school text. Explains how economy 
functions from the consumer perspective. AUo 
covers money management, credit, advertising, in- 
surance. Support materials include problem-solving 
activities. 

Morton, John S., and Ronald R. Rczny. Consumer 
Action. Boston: Hmighton Mifflin Company, 1978. 
High school text. Covers the standard Dpics, but 
pictures, cartoons, and format make it a lively book. 

Price, Ray G-; J. Curtis Hall; and Wanda B. Blackus. 
Business and You as a Consumer, Writer, and 
Citizen. 5th ed. New York: Gregg Division/ 
McGraw-Hill Book Company, 1979. Topics covered 
include functions and organization of business, the 
nature of our economy, money management, 
buymanship, credit, 'aving and investing, insur- 
ance, labor, government, careers, and analysis of 
economic problems in the American economy. Eco- 
nomic concepts pervade the entire text. 

Warmke, Roman F,,and Eugene D. Wyllie. Consumer 
Economic Problems. 9th ed. Cincinnati: South- 
western Publishing Company, 1977- High schcM)! 
text. Primary emphasis is on relating personal eco- 
nomic dccision-n^ng to the total economy. Heavy 
emphasis on economic principles applicable to the 
decision-making process. 

Warmke, Roman F.; Eugene D. Wyllie; and Beulah E. 
Sellers. Consumer Decision Making, Guides to Bet- 
ter Living. Cincinnati: South-Westem Publishing 
Company, 1977. Uses a personal interest approach 
to develop basic economic reasoning that will help 
the student understand our economic system and 
function effectively as a member of society . Special 
emphasis on consumer roles and the activities of 
spending, borrowing, and saving. 

Wolf, Harold. Managing Your Money. Boston: Allyn 
and Bacon. Inc., 1977. Junior high and high school 
text divided into five units co%'ering income, budget- 
ing aiKi wise purchasing, consumer credit and per- 
sonal savings, insurance, investments, taxes, and 
assets. Book has quite large type. 
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Supplemcrntary Teacher Aids 

Business and Consumer Education Case Studies. Phi 
Chapter, Delta Pi Epsilon, University of Minnesota, 
Minneapolis, Minn., 1976, 30 pp. The case studies in 
this booklet are primarily intended for creating class 
discussions and helping students acquire the ability 
to analyze problems and make decisions. 

Competency-Building in Consumers' Education 
Through Multi-Disciplinary Teacher Training. 1978. 
Florida Department of Education, Knott Building, 
Tallahasse, FL 32204. 

A Curriculum Framework for Consumers* Educa- 
tion, Teacher Education Module 1. 34 pp. Pro- 
vides program orientation and a generalized 
curriculum framework for shaping instructional 
and curricular outcomes. 

A Conceptual Framework for Consumers* Educa- 
tion. Teacher Education Module 2. 45 pp. 
Framework draws on m^jor consumer and eco- 
nomic concepts and economic generalizations 
that help com{K)se a core of competencies for 
the consumer educator. 

Implementation of Multi-Disciplinary Curriculum 
for Consumers* Education, Teacher Education 
Module 3. 38 pp. Provides a set of experiences 
designed to help teachers relate the conceptual 
framework in Module 2 to existing scho-^I sub- 
jects. 

Evaluation in Consumers' Education. Teacher Edu- 
cation Module 4- 70 pp. Provides a sc. of 
experiences designed to help teachers improve 
their techniques for evaluating students. 
Selected Resources for Consumers* Education. 24 
pp. A guide developed to accompany the four 
modules above. 
Consumer Education Skills. Michigan Consumers 
Council, Lansing, Mich., 22 pp. Text includes a list 
of skills students should have mastered prior to 
high school graduation. List was approved by the 
Ad Hoc Committee on Consumer Education, 
Handbook for In-service Trainers in Consumer Educa- 
tion. 1977. Southern Illinois University, Carbon- 
dale, III. 103 pp. This handbook will facilitate the 
training of teachers who are currently responsible 
for a consumer education course. 
How Will You Manage Your Money? Continental 
Illinois Corporation, Chicago, III., 1977, A revised 
edition of the Family Financial Education Program 
developed by the Continental Corporation. Units 
include ( 1 ) Money— What It Is and What It Does, (2) 
Money Management, and (3) Wise Use of Credit. 
Background information, suggested teaching ac- 
tivities, and activity masters are included for each 
unit. Geared to junior high and high school levels. 

Joint Cmincil on Economic Education 

Request Checklist—compkU catalogue of JCEE 
publications in print, 

A Laboratory Approach to Economic Education. A 
Manual for High School Teachers. 1975. Suggests 



activities^ and outlines methodn for using field trips as 
a means of utilizing community resources to bring 
meaningful itlustrations of xiucationai concepts to 
the classroom. Step-by-step procedures are given for 
carrying out the activities. Developed by Uie Akron 
Public Schools. Revised and edited by Edward C. 
Prehn and George G. Dawson. 21 pp. 
Analyzing Government Regulation: A Resource Guide, 
1978. Examines the rationale for the wide variety of 
private and government agencies and the diversity of 
government regulations that affect consumers in 
today's marketplace. Includes instructional activities 
and materials for duplication and for classroom use. 
By John F. Bibby, Leon M. Schur. and George G. 
Watson, Jr. 

Analyzing Health Care Policy: A Resource Guide. 
1977. Provides background on economic and political 
issues involved in establishing a national policy on 
health care. Includes classrcK^m activities with stu- 
dent readings and other instructional materials. By 
Laurence E. Learner, Paul A. Smith, and Lawrence 
W. Bloch. 49 pp. 

Developing Economic Understanding Through Gen- 
eral Business and Advanced Basic Business. 1975. 
Consists of two books. Course Outlines and Instruc- 
tional Guides and Instructional Activities. Is in- 
tended to be used as a curriculum development 
document in redesigning present course offerings. 
The course outlines were selected from three 
business-economics curriculum projects carried out in 
three school systems. Edited by Charles R. Hopkins 
and Ray G, Price. Course Outlines and Instructional 
Guides, 42 pp. Instructional Activities, 17 pp. 

Economic Education Experiences of Enterprising 
Teachers. Annual. Describes the winning entries 
submitted in the National Awards Program for Excel- 
lence in Teaching Economics; funded by The Inter- 
nationa] Paper Company Foundation. 

Economics in the Business Curriculum. 1972. A collec- 
tion of 22 articles offering insight into teaching 
economics within the business curriculum. Articles 
selected from three publications that resulted from 
the combined efforts of the National Business Educa- 
tion Association and the Joint Council. 94 pp. 

Government and the Economy :A Resource Unit for 
Grades 7, 8 and 9. 1974. A collection of suggested 
activities (initiatory, developmental, and culminat- 
ing) from which teachers can select those best suited 
for their own classroom use. Many are based on en- 
tries in an Awards Program for the Teaching of Eco- 
nomics. Also includes a listing of materials for pupil 
use and ideas for evaluating results. Edited by 
George G. Dawson. 26 pp. 

Master Curriculum Guide in Economics for the Na- 
tion's Schools. Part I. A Framework for Teaching 
Economics: Basic Concepts. 1977. A concise state- 
ment of basic concepts and generalizations for teach- 
ing economics. Using diagrams, it summarizes the 
structure and substance of economics as understood 
and agreed to by the m^ority of economists and 
economic educators. By W. Lee Hansen, G. L. 
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Bach, James D. Calderwood, and Phillip Saunders. 
56 pp. 

Personal Economics Series. Classroom-tested ac- 
tivities for use in improving consumer competence 
through the schools. Each publication is a self- 
contained teacher's guide to introducing the eco- 
nomics of consumer decision-making into one of 
three curriculums or in a self-standing course. Suit- 
able for junior and senior high schools and adult 
education classes. 

Teaching Personal Economics in the Social Studies 
Curriculum, 1971,87 pp. 

Teaching Personal Economics in the Home Eco- 
nomics Curriculum. 1971, 99 pp. 

Teaching Personal Ectmomics in the Business Cur- 
riculum, 1971, 92 pp. 

Teaching a Course in Personal Economics. 1971 , 69 
pp. 

Trade-off: The Land Use Planning Game. 1978. An 
economics/environmental simulation of community 
development and land use planning. Players attempt 
to form a community that is economically, environ- 
mentally, and socially healthy by buying and de- 
veloping land, earning income, paying wages, and 
purchasing in shopping centers. A planning commis- 
sion holds hearings, makes decisions, and proposes 
planning ordinances. The game, which is designed 
for secondary school age and up, teaches partici- 
pants to deal with economic, political, social, and 
environmental concepts and factors by analyzing the 
costs, t^neftts, and trade-offs of their actions. For 
9-19 players. Created by George L. Wyatt and 
Charlotte T. Harter. 

Bibliographies 

An Annotated Bibliography for Consumer and 
Homemaking Education. 1974. Consumer- 
Homemaking Division, Division of Vocational and 
Technical Education, Department of Education, 100 
North First Street, Springfield, IL, 62702. 89 pp. 
Materials included in this publication may be useful 
to secondary schools, postsecondary institutions, 
and adult groups. The materials, most of which are 
dated 1969 or later, are grouped by subject: Student 
References, Teacher References, and Audiovisual 
Materials. 

Annotated Bibliography for Personal Finance. 1977. 
Center for Business and Economic Education, 
Georgia State University, 30 Pryor Street, Atlanta, 
GA 30303 . 57 pp. Compiled by graduate students in 
consumer economic education. It is designed for 
teachers assigned to implement the Geoi^ia state- 
mandated course in personal finance. 

Annotated Bibliography for Principles of Economics, 
Business, and Free Enterprise. 1971. Center for 
Business and Economic Education. Georgia State 
University, 30 Pryor Street, Altanta, GA 30303. 38 
pp. Compiled by participants in a summer work- 
shop for teachers assigned to implement the Georgia 
state-mandated course in economic education. 
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Audiovisual Materials for Teaching Economics, Joint 
Council on Economic Education. (Request current 
^tion.) An annotated biblio^phy of selected au- 
diovisual materials in economic education. 
Includes a discussion of the evaluation process used 
by the review committee, an overview of the state of 
the art in audiovisual materials production* and a 
listing of publishers and distributors. Excellent ref* 
erence for teachers, media center directors, and 
tibrarians. 

Consumer Education Resource Materials Kit. 1976, 
Stewart M. Lee. Geneva College, Beaver Falls, 
Penn. ISl pp. Muitifaceted publication. Includes 
material ranging from a defmition of consumer edu- 
cation through actual projects and ending with a list 
of availaUe materials. 

Educational Games and Simulations in Economics. 
Joint CcHincil on Economic Education. (Request 
current edition.) Includes a listing of 130 ^mes for 
use at the elementary and secondary levels; articles 
on constructing, selecting, and using simulation 
games; an annotated bibliography of articles and 
references related to the use of games; and names 
and addresses of published bibliographies, journals, 
newsletters, distributors, and publishers. 



Sources of Information on Economic and Consumer 
Education, 1976. William Rader and Stan Kmet. 
Economic Education Consultants of Floridat Inc., 
Tallahassee, Fta. 260 pp. Gives teachers, adminis- 
tiators, business operators, and students access to 
the entire scope of consumer/economic materials 
available in the United States. 



Miscellaneous 

Consumer Education Resource Network (CERN), 
1500 Wilson Boulevard-Suite 80O, Rosslyn, VA 
22209. Funded by the Office of Consumer Educa- 
tion of the U.S. Office of Education, CERN is a 
national service network for consumer educators. Its 
purpose is to provide materials, information, train- 
ing, and technical assistance. 

Specialized Economic Education Centers. Among the 
Joint Council on Economic Education's affiliated 
centers are centers specializing in business and 
consumer education studies. For an up-to^ate list, 
contact the Joint Council on Economic Education, 
College and University Division, 1212 Avenue of the 
Americas, New York, NY 10036. 




101 



''2 



